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1. INDIVIDUAL INCOME TAX PROVISIONS 


House Bill 


= 


Present Law President's Proposal 


Chairman's Proposal | 


Same as President's proposal, except for 
modifications shown below 


A. Basic Rate Structure 
1. Tax rate schedules The tax structure would consist of three 
taxable income brackets and tax rates—15, 
25, and 35 | abel alae the ZBA. Index- 
ing would continued as under present 


Same as President's roposal, except for 


The present tax structure consists of up 
modifications shown below 


to 15 taxable income brackets and tax 
rates above the zero bracket amount 
(ZBA). The following figures apply for 1986 | 


2. Zero bracket amount (stand- 


a. Increased standard deduc- 
tion for all individuals 


1 j and reflect an inflation adjustment for law. 
1985. 
a. Married individuals filing (a) 14 taxable income brackets above the | (2) Tax mate Brackets (a) Tax rate Brackets (a) Tax rate Brackets 
jointly and surviving | ZBA of $3,670; 11-percent tax rate starts ZBA to 4,000 ZBA replaced by standard de ZBA replaced by standard de 
spouse above $3,670; rates rise to the maximum 15% ,000 to 29,000 duction duction 
50-percent rate above $175,250. 25% 29,000 to 70,000 15% to $22,500 15% 0 to $20,000 
35% Over $70,000 25% 22,500 to $43,000 25% $20,000 to $57,000 
35% 3,000 to $100,000 35% Over $57,000 
38% Over $100,000 
b. Head of household (b) 14 taxable income brackets above the | (b) Tax rate Brackets (b) Tax rate Brackets (b) Tax rate Brackets 
$2,486 ZBA; 11-pervent tax rate starts ZBA to 3,600 ZBA replaced by standard de ZBA replaced by standard de 
above $2,480; rates rise to the 50-percent 15% 600 to 23,000 duction duction 
rate above $116,870. 25% 23,090 to 52,000 15% $0 to $16,000 15% 0 to $14,000 
35% Over $52,000 25% pp to $34,000 25% $14,000 to $42,000 
35% 4,000 to $75,000 35% Over $42,000 
38% Over $75,000 
c. Single individuals (c) 15 taxable income brackets above the | (c) Tox rate Brackets (c) Tax rate Brackets (c) Tax rate Brackets 
$2,480 ZBA; ll-percent tax rate starts ZBA to 2,900 ZBA replaced by standard de ZBA replaced by standard de- 
above $2,480; rates rise to the 50-percent 15% 2,500 to 18,000 duction duction 
rate above $88,270. 25% 18,000 to 42,000 15% to $12,500 156% 0 to $11,250 
35% Over $42,090 25% 12,500 to $30,000 25% $11,250 to $35,000 
(For married individuals filing separate 35% ,000 to $60,000 35% Over $35,000 
returns, the ZBA is one-half the ZBA on 38% Over $60,000 


joint returns, and the taxable income 
amounts begin at one-half the amounts for 
joint returns.) 


(a) The followi 
apply for 1986 an 
justment for 1985. 


zero bracket amounts 
reflect an inflation ad- 


Filing status ZBA 
Joint returns and surviving spouse.. $3,670 
Head of household......... : : 2,480 
Single individuals... 2,480 


The ZBA is indexed 
changes in the inflation rate 


annually for 


Effective date. —The changed tax rates 
and taxable income brackets would become 
effective on Juiy 1, 1986. For taxable year 
1986, tax rate schedules would blend the 
Prevent law schedules with the new sched- 
ules. 


(a) The following increased zero bracket 
amounts would apply for 1986. 


Filing status ZBA 
Joint returns and surviving spouse.. $4,000 
Head of household... 3,600 
Single individuals... 2,900 


Indexing would be continued as in 
present law. 


Ervective date.—Same as President's pro- 
posal. 


(a) Instead of the ZBA, individuals are 
allowed a standard deduction. In 1987, the 
standard deduction is increased to the fol- 
lowing amounts: 


Standard 

Filing status deduction 
Joint returns and surviving 

spouse sis 800 


200 


Head of household f 
2,950 


Single individuals. 


Effective date.—The changed tax rates 
and taxable income brackets would become 
effective on July 1, 1987. For taxable year 
1987, tax rate schedules would blend the 
schedules of rates that would have applied 
under present law (ie. 1986 rates as ad- 
justed for inflation) with the new sched- 
ules. 


(a) Instead of the ZBA, individuals would 
be allowed a standard deduction. In 1988, 
the standard deduction would be increased 
to the following amounts 


Standard 

Filing status deduction 
Joint returns and surviving 

spouse ee $5,150 

Head of household .... $4,500 

Single individuals $3,200 
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1. INDIVIDUAL INCOME TAX PROVISIGNS—(Contiriued) 


i. Limitation on tax-liability re- 
duction for highest-bracket 


personal exemptions and cer- 
tain itemized deductions 


Present Law 


i 


Under present law, an individual's gross 
income. is reduced by certain adjustments in 
computing adjusted gross income (AGI). For 
taxpayers who itemize, AGI is then reduced 
by itemized deductions (to the extent 
exceeding the applicable ZBA) and by 
personal exemptions. For nonitemizers, AGI 
is reduced by the nonitemizer charitable 
deduction and by personal exemptions. 

The dollar amount by which an individ- 
ual’s income tax liability is reduced by 
virtue of itemized deductions (above the 
ZBA), the nonitemizer charitable deduction, 
or personal exemptions equals the amount 
of such deductions and exemptions multi- 
Feed by the applicable marginal tax rate. 

or example, for an individua! in the high- 
est (50 percent) bracket, itemized deductions 
(above the ZBA) totaling $1,000 can reduce 
tax liability by $500; for an individual in the 
30 percent bracket, the tax liability reduc- 
tion cannot exceed $300. 


President's Proposal 


Chairman's Proposal 


Individuals in the highest (35 percent) 
bracket would be subject to a limitation on 
the extent to which their tax liability can 
be reduced by virtue of (1) the personal ex- 
emption and (2) itemized deductions (in 
excess of the standard deduction) other 
than deductions for mortgage interest on 
principal or second residences, real proper- 
ty taxes, and charitable contributions 

Under the limitation, these items could 
not reduce an individual's income tax li- 
ability by more than the amount of such 
exemptions or deductions multiplied by the 
middle tax bracket rate (25 percent). For 
example, if an unmarried individual in the 
highest bracket (35 percent) had $1,000 of 
such excers itemized deductions, the maxi- 
mum tax liability reduction attributable to 
such deductions, plus one $2,000 personal 
exemption, would he $750 (25 percent of 
$3,000) rather than $1,050 (35 percent of 
$3,000). 

This limitation would not apply to item- 
ized deductions for home mortg: inter- 
est, real property taxes, and charitable 
contributions. Also, this limitation would 
not affect individuals whose taxable 
income, computed without deducting the 
itemized deductions subject to the limita. 
tion or the personal exemption, would 

lace them in the 15-percent or 25-percent 

racket. The iimitation would apply to per- 
sonal exemptions of any nonitemizers who 
are in the highest (35 percent) bracket; the 
limitation would not apply to the nonitem- 
izer charitable deduction. 

This limitation would be implemented by 
adding to income tax liability 10 percent of 
the lower of (a) the sum of those itemized 
deductions (in excesa of the standard de- 
duction) subject to the limitation plus the 
personal exemptions claimed on the 
return, or (b) the amount in (a) plus tax. 
able income, minus the applicable dollar 
figure defining the beginning of the 35-per- 
cent bracket. 


Effective date —Taxable years beginning 
on or after January 1, 1987. 
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1. INDIVIDUAL INCOME TAX PROVISIONS—(Continued) 


B. Tax Treatment of the Elderly and 
Disabled 


1. Exemption for the elderly 


2. Credit for the elderly 


Present Law 


Present law provides an additional per- 
sonal exemption ($1,080 for 1986) for an in- 
dividual who is age 65 or older, or who is 
blind. An individual who is both age 65 or 
over and blind is entitled to claim two ad- 
ditional personal exemptions. 


Present law provides a nonrefundable 
income tax credit for individuals who are 
age 65 or over, or who have retired on per- 
manent and total disability. The credit 
equals 15 percent of an initial base amount 
reduced by the amount of certain tax-free 
income received by the taxpayer and by 
one-half of the taxpayer's AGI exceeding a 
specified threshold. 

The initial base amount is $5,000 for an 
unmarried individual or for a married 
couple filing a joint return if only one 
spouse is eligible for the credit; $7,500 for a 
married couple filing a joint return with 
both uses eligible for the credit; or 
$3,750 for a married couple filing separate 
returns. For a disabled individual who is 
under age 65, however, the initial base 
amount equals the individual's disability 
income for the year, if leas than the initial 
base amount. 

The initial base amount is reduced by 
certain nontaxable income of the taxpayer, 
including pension and annuity income, 
social security, railroad retirement, or vet- 
erans’ nonservice-related disability bene- 
fits. In addition, the initial base amount is 
reduced by one-half of the taxpayer's AGI 
in excess of $7,500, in the case of a single 


individual; $10,000, in case of married tax- 


payers filing a joint return; or $5,000, in 
the case of married taxpayers filing sepa- 
rate returns. 


President's Proposal 


House Bill 


an individual age OS or over, and the addi- 
tional personal exemption for an individ- 
ual who is blind, would be repealed. 


Effective date.—Taxable years beginning 
on or after January 1, 1986. —~ 


The tax credit for the elderiy and dis- 
abled would be expanded and modified as 
clowts) The laes of ligible f 

c taxpayers eligible for 
the credit would be expanded to include 
taxpayers under age 65 who (a) are 
blind, or (b) receive workers’ compensa- 
tion or black lung disability benefits. 

(2) The initial base amount on which 
the credit is calculated would be in- 
creased to $7,000, in the case of an eli- 
gible single individual or a married 
couple filing a joint return with only 
one spouse eligible for the expanded 
credit; $9,250, in the case of a head of 
household; and $11,500, in the case of 
a married couple filing joint return 
where both ppocees are eligible for the 
credit ($5,750, in the case of such a 
married couple fili separate re- 
turns). In addition, the initial base 
amount for an individual who is both 
geet and blind would be increased 

vy ’ * 

(3) The AGI level at which the ini- 
tial base amount begins to be reduced 
would be increased to $11,000, in the 
case of an unmarried individual; 
$12,500, in the case of a head of house- 
hold; and $14,000, in the case of a mar- 
ried couple filing a joint return 
($7,000, in the case of a married couple 
filing separate returns). 


Same as President's proposal (but the 
standard deduction is increased by $600 for 
an individual over age 65, by $600 for a 
blind individual, and by $1,200 in the case 
nt xt individual who 1s both elderly and 

ind). 


Effective date.—Taxable years beginning 
on or after January 1, 1986. 


Retain present law. 


Chairman's Proposal | 


Same as House bill. 


Effective date.—Taxable years beginning 
on or after January 1, 1987. 


Retain present law. 
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1. INDIVIDUAL INCOME TAX PROVISIONS—(Continued) 


Present Law President's Proposal House Bill 


Chairman's Proposal 


Retain present law Retain present law 


Present law provides that gross income All cash pa: nts for workers’ compen- 
does not include amounts received under | sation and black lung disability benefits 
workers’ compensation statutes as compen- | would be includible in Gross income, except 
sation for pereonal injuries or sickness. | for payments for medical services (unless 
This exclusion alao applies to benefits paid | previously deducted), payments for phys: | 
pay: 


b. Workers’ compensation 
and black lung disability . 
benefits 


under a workers’ compensation statute to a! cal and vocational rehabilitation, an 
| ments for burial expenses. 

Worker's compensation and black lung | 
disability benefits would be eligible for the 


expanded credit for the elderly. 


Effective date.—The repea! of the exclu- 
sion for workers’ compensation benefits 
would apply to benefits attributable to dis- 
abilities occurring on or after January 1, 
1987. The provision that wou!d make work. 
ers’ compensation and black lun; disability 
benefits eligible for the expanded credit for 
the elderly would be effective for taxable 
years beginning after December 31, 1986. 


survivor of a deceased employee. 

Under present law, black lung disability 
benefits paid for claims by coal miners are 
excludable from gross income as workers’ 
compensation benefits. 


‘0661 48n014) Mu] yUeBe1d sepuN a;qe 
-phoxe eq pinom peaiacel syuNoUTe ‘ggE] ‘| 
BNUBL GOJeq ope mM a)epIpuBd mien Me 
Joy diyarejoyos @ ju818 07 yUeUIZTUIWIOD Bul 
-purq fa yey} yWdaoxe ‘7861 ‘| Arenuer ssye 
4o uo Suluuifeq siweA 9]qQere] Ul peAtaool 
sdrysmorjey pues sdiysrejoyse 10; earqoeyjo 
eq pinom jesodoid syy—anp anijoaf/q 


“GREI ‘GZ 4equiaqdeg use 
peyueis sdiysmojjay pues sdrysiejoyos 4105 
aArjOaya s1 uOIsIAOId ay —ajDp an1j2af//q 


‘9861 ‘I YUBP 4J8ye pe 
-juB13 sdiysmojjay pue sdiyssejoyos 410) ‘) 86] 
‘| Avenue uo aatpayq— aop aanoal/q 


‘queudinbe pus ‘serjddne ‘sqooq 
‘go0j peurnbea pues uoniny 410) pesn jue}xe 
ay) 9} a[qepnioxe are ‘eefojduie jeiapey 
B 6B BBOLAIOB GINjNy ULIOjJed yNu jUeTdID 
81 84} 78Y) WB BY) 40y JNq ‘UOIsN]OKe ay) 
40J B{qLBje@ aq estmsey}0 pynom yorum wed 
id [eiepey 8 Japun peAteoes syuBIF 


‘pe a1 oq pinom sj,uUB13 pel9 


‘[esodoid 8 jUapiseig se auEg ‘Tesodoid 8 juapiseig se aureg -pey uTezyIe0 07 Burjeyei ajni peioeds ayy, 


‘S901AJ98 YONS ULIOpIed 
ynui sei8ep JejNoipred & 10) seyepIpuB 
[[8 esejun ‘yuB18 9y} BuLAisoes yo UOT}IpUuCD 
8 68 perInbe seolAjes 19430 10 Buryswe; 10) 
jueuXed yussaides Aayy jt uolenjoxe ayy 405 
a[qtal|e Jou are seyepIpuB saiBap Aq poateo 
“31 Munowy— sanaise 40f syuawmAng (Z) 


‘pelsedas oq pynom aa18d) 
zejnorped G 10) sayepIpusd ;jB jo payin 
“G1 BQ01AI08 JO asUBULIOJIed Surusaou0 ayn4 


[es0doid 6 juapisaig ‘[ee0doid 8 juapisaig 
[etoeds ay j— series sof syuawdng (Zz) 


se aWeg—sannias 40f syuamAng (Zz) se aureg—sannias 40f squad Dg @) 


‘peruny jou s1 eayepip 
-uB) 9a18apuoU Aq peAteoes syUNOUTE [e}UapP 
-10UI 40J UOLBNIIXE BUT, OOR'OIY JO UOIsNJoxe 
auTjajl] WNWIxeUl & OF pezlUNy] ‘salouaze 
[eyueuusaA03 410 [BUOIyBUgUT JO suUOTy 
-eziuBsi0 jduwiaxe-xe) wo1y sjuBId diysmo} 
-[9j 40 sdiysiejoyos Ajuo apnjoxa Aww sajep 
‘puss aaizapuoyy yuewdinbe pue ‘djay 
[B9149a]9 ‘yorwese ‘[aAB1] 40j sosUadKa J0j 
syunowWes [e}UAapIoUl O8[B pus ‘juUBI3 diysmoy 
-[3J 40 diysusjoyos 8 se paataoes syunowe 
apnjoxa = Aeur uonnqyysur = BuolTyBonpe 
ue 78 SsajzBpipuBs soizaq@— pouauad uy (7) 


‘sesuadxe |e}Uaploul apnjoxea 07 
peytuwied aq jou pynom sajepipuss sei3aq 
Queuidinbe jo ‘djay [Bowel ‘yorsesad 
‘[9A81}) s9euedxe [eyUaPIOUI 40} syUaWIaBING 
-WIdl @pNjoxXe pynod ynq ‘syuNOWe Yyons fuB 
apnjoxe 07 psz4{uLied eq jou pjnom sayepip 
-UBD seiBepUON ‘UOTPINUYWSUI Jo sasINOD 404 
pauinber juewdinbe pue uoniny uo jueds 
‘quam pu ‘aq 07 paiinbel aiam Aayy 18y4 
juajxe ay; 07 1deoxe auooU! s8019 8 yUaIdIO 
“01 34) Ul aigipnjoul eq pinom sayEpipugs 
eeisep Aq eyu¥id diysmojjay 10 sdiysuejoyos 

88 pPeAleool syUuNOWW—yoiauad uy (7) 


(291 

‘098 Japun sasuedxe seauIsnq se jad 

89809 Yons ji a[quyieae a18 suoljoNpep Fury 

-ya8jjO YZnoyye) ajqapnjoxa you aie sesuad 

“x9 [BJUaploul 40} sajBpIpuB. aaifapuoU 

Aq peateoei syunouwre y8y) ydaoxa ‘jesod 

[Iq eenoy] se aweG— pDuauad uy (7) id s,jUuapisaig 88 aUBg— pniauak uy (1) 


[esodosg 8, .Uapisaig MB] USI 


IH sno 


jesodoig #,uBWaeY) 


sdjysmorjag pus sdiyssejoyss «> 


wary 


(penuyjuo))—SNOISIAGHd XVL AWOONI TVNGIAIGNI I 


1. INDIVIDUAL INCOME TAX PROVISIONS—(Continued) . . , 


Item 


D. Deductions for Personal Expend- 


itures 


1. Itemized deductions for cer- 


tain State and local taxes 


2. Charitable deduction for non- 


itemizera 


3. Adoption expenses 


‘Present Law 


Individuals may claim itemized deduc- 


tions with respect to the following State ! 


and local taxes: income taxes, real proper- 
ty taxes, personal property taxes, and sales 
taxes. No other State and local taxes are 
deductible by individuals unless incurred 
in a business or in an income-producing 
(investment) activity. 


Nonitemizers may deduct their charita- 
ble contributions in addition to taking the 
standard deduction (ZBA), subject to limi- 
tations for pre-1986 years. 

The maximum nonitemizer deduction 
was $25 for 1982 and 1983, and $75 for 
1984. For 1985, 50 percent of the amount 
contributed was deductible, without a 
dollar cap. For 1986, the full amount of 
contributions is deductible. 

Under Present law, no deduction (beyond 
the standard deduction) is provided for 
charitable contributions by nonitemizers 
made after 1986. 


An itemized deduction is allowed for up 
to $1,500 of adoption fees and expenses 
(such as court costs and attorneys’ fees) for 
the adoption of a child with special needs, 
i.e., handicapped or other children eligible 
for adoption assistance payments under 
the Social Security Act. 


President's Proposal 


Itemized deductions for State and local 
taxes would be repealed. 

State and local taxes other than income 
taxes would be deductible if incurred in a 
business or, subject to the limitation in the 
following sentence, in an investment activi- 
ty. When incurred by an individual in an 
investment activity, these taxes would be 
among the cai ry of expenditures that 
would be deductible “above-the-line’’ to the 
extent exceeding one percent of adjusted 
gross income (see item E.2, below). 


Effective date.—Taxable rs inning 
after 1985. ee 


The nonitemizer charitable deduction 
would be repealed for contributions made 
after 1985, i.e., one year earlier than the 
scheduled termination of the nonitemizer 
deduction under present law. 


The itemized adoption expense deduction 
would be repealed in anticipation that a 
direct expenditure program would be en- 
acted to continue Federal support for fami- 
lies adopting children with special needs. 


Effective date.—Generally January 1, 
1987, except that present law would apply 
for pre-1986 adoptions and special phaseout 
ry would apply for adoptions during 
986. 


House Bill 


Chairman's Proposal 


Same as present law. 


The bill makes permanent the nonitem- 
izer charitable deduction. The bill modifies 
the deduction by providing that, for taxable 
years beginning after 1985, the deduction 
1s subject to a $100 floor. 


Same as President's proposal: 
(a) the adoption expense deduction is re- 
Ruy tks Kl Assista’ 

) the Adoption nee program in 
Title IV-E of the Social Security Act is 
amended to provide matching funds as an 
administrative expense for adoption ex- 
penses for any child with special needs 
who has been placed for adoption in ac- 
cordance with applicable State and local 
law. Such expenses include all qualified 
adoption expenses included in the current 
tax deduction provision. The effective date 
is to be coordinated with repeal of the cur- 
rent tax deduction 


Itemized deductions for State and local 
sales taxes and personal property taxes not 
incurred in a business or investment activi- 
ty would be repealed. (If incurred in a busi- 
ness or investment activity, these taxes 
would be capitalized, if appropriate, or de- 
ductible under the general rules allowing 
deductions for such activities.) Itemized de- 
ductions for real property taxes would be 
allowed as under present law. Itemized de- 
ductions for income taxes would be allowed 
as under present law, subject to the limita- 
tion (see 1.A.4, above) applicable to taxpay- 
ers in the 35-percent bracket. 


Effective date.—Taxable years beginning 
on or after January 1, 1987 
The nonitemizer charitable deduction 


would be made permanent (with no floor). 


Effective date. —On enactment 


Retain present law 
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1. INDIVIDUAL INCOME TAX PROVISIONS—(Continued) 


| Item Present Law President's Proposal House Bill Chairman's Proposal 


L 


kK. Expenses for Business or Invzest- 
ment 
|. Travel and entertainment ex- 
penres 


a. Meal expenses 


6. Entertainment expenses 
other than for meals 


(a) Meal expenees that constitute ordinary 
and necessary business expenses generally 
are deductible if the meal takes place in an 
atmosphere conducive to business discus- 
sion, whether or not business is discussed 
before, during, or after the meal. Unlike 
the substantiation rules for deducting 
other entertainment expenses (see below), 
the taxpayer need not show that such meal 
expenses are either directly related to or 
associated with the active conduct of busi- 
ners. 


(b) Entertainment expenses are deducti- 
ble if, in addition to constituting ordinary 
and necessary business expenses, they are 
either (i) directly related to the active con- 
duct of the taxpayer's business, or (ii) if 
directly preceding or followir .; a substantial 
and bona fide business discussion, associat- 
ed with the active conduct of the taxpayer's 
business. 

No deduction or credit is allowed for the 
cost of purchasing or constructing certain 
entertainment facilities (e.g., luxury sky- 
boxes). This limitation does not apply to the 
rental of such a facility. 


(a) Allowable deductions for a business 
meal would be limited to $25 times the 
number of participants in the meal, plus one- 
half of the excess. This limit would apply toa 
taxpayer's meals while away from home on 
business, but not to meals furnished on the 
premises of the taxpayer primarily for its 
employees. 


(b) Deductions for entertainment ex- 

nses would be denied, with the following 
imited exceptions: (i) expenses paid under a 
reimbursement arrangement (in which case 
the deduction would be denied to the party 
making the reimbursement), (ii) items taxed 
as compensation to the beneficiaries, (iii) 
recreational expenses for employees (e.g., 
Christmas parties), and (iv) items made 
available to the general Public (e.g., samples 
and promotional activities). 


(a) Under the House bill, 80 percent of oth- 
erwise allowable business meal expenses 
(including meals away from home) can be 
deducted. This reduction rule also applies 
to meals furnished on an employer's prem- 
ises to its employees, unless (i) taxed as 
compensation, or (ii) excludable under the 
subsidized eating facility or de minimis 
fringe benefit exclusions (sec. 132). Certain 
other exceptions apply. 


In addition, no deduction is allowed 
unless (i) business is discussed during, or 
directly before or after, the meal (except 
for an individual eating alone while away 
from home on business), and (ii) the meal 
has a clear business purpose, resently re- 
lated to the active conduct of the taxpay- 
er's business. The Treasury is instructed tc 
tighten substantiation requirements; spe- 
cial fraud and negligence penalties apply 
to certain improper deductions. 


(b) 80 percent of otherwise allowable en- 
tertainment expenses can be deducted. 
Items listed as exceptions under the Presi- 
dent's proposal are deductible in full (with 
reduction rule applicable to a taxpayer that 
reimburses entertainment expenses), as 
well as the full amount paid for tickets to 
certain charitable fundraising sports event. 
Ticket costs in excess of face value are 
nondeductible, except with regard to tickets 
for charitable fundraising sports events. 

In addition, deductions for the rental or 
other use of a luxury skybox at a sports 
arena are disallowed, to the extent in excess 
of the cost of regular tickets, if used by the 
taxpayer for more than one event. 


(ai Same as House bill. 


(b) Same as House bill, except without the 
special rule in the House bill for skyboxes. 
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I. INDIVIDUAL INCOME TAX PROVISIONS—(Continued) 


c. Travel expenses (other 
than conventions) (Cont) 


d. Travel expenses for at- 
tending conventions 


e. Effective date (all travel 
and entertainment provi- 
sions) 


House Bill 


Present Law President's Proposal 


(4) Away from home _ limitation —Re- 
tain present law. 


(4) Away from home _ limitation.— 
There is no statutory time limit on the 
period during which a taxpayer may qual- 
ify as “away from home,” thus giving rise 
to deductions for transportation expenses 
and meals, lodging, and other living ex- 
penses. For example, an individual who 
maintains a primary residence or puncire! 
place of business in one city may, under 
some circumstances, deduct the costs of 
living in another city, even for a period in 
excess of one year, in connection with tem- 
porary employment in that city. 


font 
Purposes of letermining whether an indi- 
vidual is away from home, work assign- 
ments that extend for more than one year 
in a location would be considered indefi- 
nite rather than temporary, and no deduc- 
tions would be allowed for travel to and 
from the job site and the individual's resi- 
dence or for meals and living expenses at 
the job site. 


(dX1) In general.—No special rule (see meal 
and entertainment limitations described 
above). 


(dX1) In general.—The cost of attending a 
convention or seminar for investment pur- 
poses is not deductible. 


(dX1) In general._—The coat of attending a 
convention or seminar, either for business 
or for investment purposes, generally is de 
ductible. 


(2) Foreign conventions.—No special pro- 
vision. Under S. 1718 (introduced at the 
request of the Administration), Bermuda 
would qualify as in the North American 
area even if it does not make available tax 
information, subject to Presidential certifi- 
cation. 


_(2) Foreign conventions.—No special pro- 


(2) Foreign conventions.—No deduction is 
vision. 


allowed for the cost of attending a conven- 
tion outside of the North American area 
(ie., not in the U.S., Canada, Mexico, or 
certain Caribbean countries) unlesa the 
taxpayer can show that it was as reasona- 
ble to hold the convention there as in the 
North American areas. Certain Caribbean 
countries, including Bermuda, are treated 
as in the North American area if they make 
available certain tax information to U.S. 
authorities. 


(3) Cruise-ship conventions.—Deductions 
for attending conventions held on cruise 
ships are limited to $2,000 per taxpayer 
per year, and are wholly disallowed unless 
the cruise ship is registered in the US. 
and stops at ports of call only in the US. 
In pentition, special substantiation rules 
apply. 


(3) Cruise-ship conventions.—No deduc- 
tion would be allowed for the cost of at- 
tending conventions, seminars, or other 
meetings held aboard cruise ships. 


(3) Cruise-ship _conventions.—Retain 
present law. 


(e) Taxable years beginning after Decem- (e) Same as President's proposal. 


ber 31, 1985. 


Chairman's Proposal 


ad 


(4) Away from home 


tain present law. 


(4X1) In general.—Same as House bill. 


limitation.—Re- 


) ae conventions.—Same as S. 1718 
en 


(see Presi 


(3) Cruise-ship 
present law. 


t's proposal). 


conventions.—Retain 


(e) Taxable years beginning after Decem- 


ber 31, 1986. 
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I. INDIVIDUAL INCOME TAX PROVISIONS—(Continued) 


Item 


2. Employee business expenses, 
investment expenses, and 
other miscellaneous deduc- 
tions (Cont.) 

d. Hobby losses 


e. Effective date 


F. Political Contributions Tax 
Credit 


G. Presidential Campaign Checkoff 


Present Law President's Proposal House Bill 


(d) Hobby losses are restricted to the (d) No provision. (d) Under the House bill, an activity 
amount of hobby income. An activity is (other than horse breeding or racing) is 
Promned not to be a hobby if it is profita- presumed not to be a hobby if it is profita- 

le in 2 out of 5 consecutive years, or 2 out ble in 3 out of 5 consecutive years; present- 
of 7 years for horse breeding or racing. law rules are retained for horse activities. 
(However, an activity need not meet this 
standard in order to avoid treatment as a 
hobby.) 


(e) Effective date (employee business ex- (e) Effective date (employee business ex- 
poet etc.).—Taxable years beginning | penses, etc.).—Same as President's proposal. 
r 1985. 


Under the bill, a credit is allowed to in- 
dividuals for the full amount of political 
contributions, up to a maximum of $100 
($200 for a joint return), made to a Con- 

ional candidate for election in the 
tate in which the taxpayer resides. 


The political contributions credit would 


Individual taxpayers may claim a nonre- 
i be repealed. 


fundable income tax credit equal to one 
half the amount of their contributions to 
political candidates and certain political 
campaign organizations during the taxable 
year. The maximum allowable credit is $50 
for an individual and $100 for a married 
couple filing a joint return. 


Effective date.—Taxable years beginni 
on or after January 1, 1986. ie 


Effective date.—Taxable years beginning 
after 1985. 


The checkoff for the Presidential Elec- 
tion Campaign Fund would be repealed. 


Effective date —Returns filed for 1986 
ehich in general, must be filed by April 
’ ). 


Individual taxpayers may allocate $1 ($2 Retain present law. 
on a joint return) of their Federal income 
tax liability to the President.al Election 
Campaign Fund. Monies in this fund are 
used to finance the campaigns of presiden- 
tial and vice-presidential candidates and 
the nominating conventions of some politi- 
cal parties. 


Chairman's Proposal 


= 


(d) Same as House bill. 


(e) Effective date (employee business ex- 
penses, etc.).—Taxable years beginning on 


or after January 1, 1987. 


Retain present law 


Retain present law. 
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1. Accelerated depreciation (cont.) 


(a) Coat recovery classes (cont.) 


Il. ACCELERATED COST RECOVERY SYSTEM AND INVESTMENT TAX CREDIT—(Continued) 


Present Law President's Proposal House Bill 


15-year real Property class: Low-income 
housing. Method is 200 percent declinin 
balance, switching to straight line, over if 
years. 


CCRS Class 5: Railroad structures, ships 
& boats, engines & turbines, plant & equip- 
ment for generation, transmission, and dis- 
tribution of electricity and other power, 
and distribution plant for communication 
services. Method is equivalent to 170 per- 
cent declining balance method, switching 
to straight line, over ten years. 


Class 5: Property with ADR midpoints of 
at least 13 but less than 16 years, plus 
single-purpose agricultural or horticultural 
structures. Includes assets used in pulp 
manufacturing, primary steel manufactur- 
ing, and railroad machinery and equip- 
ment. Method is 200 percent declining bal- 
ance, switching to straight line, over 13 
years. 


19-year real property class: Buildings and 
structures. With relatively few rai fee 
ADR lives were not assigned to bui dings. 
Method is 175 percent eclining balance, 
switching to straight line, over 19 years. 


ty and low-income housing. Method is 
equivalent to 112 percent declining bal- 
ance method, switching to straight line, 
over 28 years. 


aidpoints of 
at least 16 but less than 20 years. Includes 
vessels and barges. Method is 200 percent 
declining balance, switching to straight 
line, over 16 years. 


Class 7: Property with ADR midpoints of 
at least 20 but less than 25 years, plus very 
low-income housing. Includes cement man- 
ufacturing, pipeline transportation, and 
nuclear production of electricity. Method is 
200 percent declining balance, switching to 
straight line, over 20 years. 


Class 8: Property with ADR midpointe of 
at least 25 but less than 30 years, plus tele- 
phone distribution plant and comparable 
equipment used by other transmitters of 
information. Includes steam power produc- 
tion of electricity. Method is 200 percent 
declining balance, switching to straight 
line, over 25 years. 


Class 9: Property with ADR midpoints of 
at least 30 but less than 36 years, plus low- 
income housing (other than very low- 
income housing). Includes railroad struc- 
tures, electric transmission and distribu- 
tion plant, and gas distribution facilities. 
Method is 200 percent declini balance, 
switching to straight line, over 30 years 


Class 10: Property with ADR midpoints 
of at least 36 years, plus all other real 
Property. Method is straight line over 30 
years. 


Chairman's Proposal 


a 


a 


30-year real property class: Present law 15- 
year and 19-year real property. Method is 


straight line over 30 years 
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i. ACCELERATED COST RECOVERY SYSTEM AND INVESTMENT TAX CREDIT—(Continued) 


Item 


3. Indexing 


4. Accounting conventions 


a. Half-year convention 


6. Mid-month convention 


5. Gain on disposition 
a. In general 


6. Residential real property 


c. Nonresidential real prop- 
erty 


Present Law President's Proposal Houre Bill 


Beginning with the second year an asset 
is in service, the asset's unrecovered basis 
would be adjusted upwards for inflation. 


Beginning in 1988, IDS deductions are 
eligible for increases for inflation. General- 
ly, the deductions would be increased for 
half the annual inflation in excess of 5 
percent since the second year an asset is 
placed in service. 


adjusted for inflation; however, denrecia: 
tion allowances are accelerated, in part, to 
compensate for inflation. 


(a) The depreciation allowance for the 
first year would be based on the number of 
months the asset was in service. 


(a) For personal property, both the first 
and last depreciation allowances for an 
asset would reflect the half-year conven- 
tion. 


(a) The statutory schedules for personal 
property reflect a half-year convention 
that results in a half-year depreciation al- 
lowance for the first recovery year, regard- 
less of when property is placed in service 
during the year. 


(b) For Class 10 property and low-income 
housing, apply the present-law mid-month 
convention. For other property, apply the 
mid-month convention to taxpayers who 
place more them 40 percent of property in 
service during the last quarter of the tax- 
able year. 


(b) The same mid-month convention that 
applies to most real property under 
present law would apply to all property. 


(b) Under a mid-month convention, real 
property (other than low-income housing) 
placed in service or disposed of at anytime 
during a month is treated as having been 
placed in service or disposed of in the 
middle of the month. 


(a) With limited exceptions, gain is ‘‘re- (a) Retain present law. 
captured” as ordinary income to the extent 
of previously allowed depreciation deduc- 
tions. Gain in excess of amounts subject to 
recapture is treated as capital gain. These 
rules have no application to nondepreciable 
property used in a trade or business (such as 
and). 


(a) All gain on disposition of depreciable 
property would be taxed as ordinary in- 
come. 


(b) For low-income housing, only the 
excess of JIS deductions over straight line 
deductions (over the applicable recovery 
period) is recaptured, and the phaseout of 
recapture is repealed. For property that 
ceases to qualify as low-income housi 

after a sale-leaseback, Treasury is gran 

regulatory authority to determine the re- 
capture amount by reference to straight 
line depreciation over 30 years. For other 
residential real property that is 30-year 
property, there is no recapture. 


(b) No special provision. 


(b) For residential real property held for 
more than one year, gain is recaptured 
only to the extent that accelerated depre- 
ciation deductions exceed straight-line de- 
ductions. Recapture for low-income hous- 
ing is phased out after property has been 
held for a prescribed period. 


(c) For nonresidential 30-year real prop- 
erty, there is no recapture. 


(c) There is no recapture if the taxpayer (c) No special provision. 
elected to recover the property's cost using 
the straight-line method Otherwise, the 
full amount of Sepreciation—to extent of 


gain—is recaptured. 


Chairman's Proposal | 


For property other than 30-year real 
property, CRS deductions would be eligi- 
le for increases for inflation. General y, 
the deductions would be increased for the 
full amount of inflation in excess of a 2 
percent annual average since the second 
year an asset is placed in service. The infla- 
tion adjustment would be capped for infla- 
tion exceeding an 8 percent annual average. 


(a) Same as House bill. 


(b) The present-law mid-month conven- 
tion would apply to 30-year real property, 
and to other property held by taxpayers 
who place more than 40 percent of property 
in service during last quarter of taxable 
year, as under the House bill. 


(a) All gain on disposition of depreciable 
property, to the extent of previously taken 
depreciation, would be taxed as ordinary 
income. 


Effective date.—Assets placed in service 
after December 31, 1986, except for property 
eligible for the transition rules in Il.A.11.c, 
below. 


(b) No special provision. 


(c) No special provision. 
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I. ACCELERATED COST RECOVERY SYSTEM AND INVESTMENT TAX CREDIT—(Continued) 


10. Public utility property 


11. Effective date 
a. In general 


6. Anti-churning rules 


c. Transition rules 


Present Law President's Proposal Houre Bill 


The benefits of accelerated depreciation 


Same as present law; also, normalization 
must be normalized. 


rules are applied to excess deferred tax re- 
serves resulting from the reduction of cor- 
porate income tax rates. 


Same as present law 


(a) CCRS would be effective for property 
placed in service on or after January i, 
1986. 


(a) Same as President's proposal. 


(b) Under rules similar to those enacted 
as part of ACRS, taxpayers would be pre- 
vented from bringing roperty pla in 
service before the effective date under 
CCRS by certain post-effective date trans- 
actions among related parties. 


(b) No provision. 


(c) No provision. (c) ACRS would apply to: 

(1) property that is constructed, re- 
constructed, or acquired pursuant to a 
written contract that was binding as of 
September 25, 1985, or 

(2) property constructed or recon- 
structed by the taxpayer, if the lesser 
of $1 million or 5 percent of cost has 
been incurred or committed by Sep 
tember 25, 1985, if construction com- 
menced by that date, or 

(3) an equipped building or a plant 
facility, if construction has commenced 
as of September 25, 1985, pursuant to 
a written specific plan, and more than 
half of the cost has been incurred or 
committed by that date, and ieted 

(4) property or proj is pla in 
service by July 1, O86. in the case of 
Class 1 property, cars, and light gener- 
al purpose trucks; y January 1, 1987, 
in the case of Class property; by Jan- 
uary 1, 1989, in the case of Class 3-6 
Property; and by January 1, 1991, in 
the case of Class 7-10 property. 

(5) ACRS would - ly to property 
that qualifies under , (2), or (3) and 
(4), but is sold and leased back by the 
Person initially committed to acquire 
the property within a 3month 
window. : mee 

(6) special transitional rules are 
vided for certain multi-use arkett 
Projects, mass commuting vehicles, 
solid waste disposal facilities, proper- 
ties included in master plans of inte- 
grated projects, and proj that were 
approved by the Federal Energy Regu- 

latory Commission, inter alia. 


Chairman's Proposal 


=i 


Same as House bill 


(a) Effective for property placed in service 


on or after January | 


(b) Provide rules similar to President's 


proposal. 


(c) Present law ACRS would a 


ly to 


Property with an ADR midpoint of 7 years 
or greater (other than computer-based tele- 
Phone central office switching equipment) 


that is: 


(1) constructed, reconstructed, or ac- 
uired pursuant to a written contract 
that was binding as of March 1, 1986, or 


(2) constructed or 
the taxpayer, if the | 


reconstructed by 
lesser of $1 million 


or 5 percent of cost has been incurred or 
committed by March 1, 1986, if con- 
struction commenced by that date, or 
(3) an equipped building or a plant 
facility, if construction has commenced 
as of March 1, 1986, pursuant to a writ- 
ten specific plan, and more than half of 
the cost has been incurred or commit- 


ted by that date, and 


(4) such property is placed in service 


by January yes 


erty with an 


in the case of 
DR midpoint leas th 


an 30 


years; and by January 1, 1991 in the 
case of property with an ADR midpoint 
of 20 years and greater and 30-year 


class real p rty, and 
(5) Present law ACRS would ap 
property that qualifies under (1), 


Bor 


2 


(3) and (4), but is sold and leased back 
by the person initially committed to 
acquire the property within a 3-month 


window. 
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Il. ACCELERATED COST RECOVERY SYSTEM AND INVESTMENT TAX CREDIT—(Continued) 


[ 


D. Mandatory Refund of Unused ITC 
Carryovers 


FE. Finance Leases 


F. Multi-Family Residential Rental 
Credit (See also XVL.C.2.) 


Present Law President's Propsnal House Bill Chairman's Proposal | 


Unused investment tax credits are al- 
lowed a three-year carryback and a 15-year 
carryforward. Credits that are not used 
before the end of the carryforward period 
expire. 


No provision. No provision 70 percent of investment credit carryovers 
existing as of the beginning of the first 
taxable year beginning after the effective 
date (see C.3.a., above) of termination of the 
credit would be treated as a payment 
against tax for such year (made on the last 
day prescribed for filing the return for such 
year, determined without regard to exten- 
sions). A similar rule would apply to a tax- 
able year in which credits are claimed 
under transitional rules. The provision 
would not affect the requirement that a half 
basis adjustment be computed by reference 
to the full amount of credit earned. 


Same as House bill. 


Effective date.— Agreements entered into 
on or after zenuary 1, 1987 (for property 
that qualifies for finance lease transition 
rules under prior tax acts, January 1, 1988). 


Under the finance lease rules, the fact 
that a lessee has a fixed-price option to 
purchase the property or the le proper- 
ty is limited use Property is not taken into 
account in determining whether the agree- 
ment is a lease. The finance lease rules are 
scheduled to go into effect after December 
31, 1987, although the rules are available 
currently for limited categories of proper- 
ty. 


No provision. Repeal the finance lease rules. 

Effective date.—Agreements entered into 
on or after January 1, 1986 (for property 
that qualifies for Thance lease transition 
rules under prior tax acts, January 1, 1988). 


No special provision. Present law is retained, but modified. The special depreciation and tax-exempt 
financing rules are replaced by a8 special 
low-income housing tax credit. (See item 


XVLC.2., below.) 


ery period than that applicable to other 
real property. 
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Item 


C. Installment Sales 


Present Law 


change for deferred payments generally 
may report income on the _ installment 
method. Generally, under the installment 
method, gain is reported in proportion to 
the payments received on the outstanding 
installment obligations. Under Treasury 
regulations, a portion of sales made on a 
revolving credit plan are treated as install- 
ment sales eligible for reporting on the in- 
stallment method. 


The portion of sales made on a revolving 
credit plan that may be treated as sales 
eligible for installment reporting is that 
portion of the sales that contemplate pay- 
ments being made in two or more install- 
ments and that are in fact paid for in two 
or more installments. The determination of 
this portion is made on the basis of a sta- 
tistical sample of the revolving credit ac- 
counts. 


A revolving credit plan includes cycle 
budget accounts, flexible budget accounts, 
continuous budget accounts and other simi- 
lar plans or arrangements under which the 
customer agrees to pay during each period 
of time for which a periodic statement of 
charges and credits is rendered, a part of 
the outstanding balance of the customer's 
account. 


11. ACCOUNTING ISSUES—(Continued) 


President's Proposal 


General rule.—If an installment obliga- 
tion is pledged for a loan, the proceeds of 
the loan generally would be treated as pay- 
ment on the obligation, and proportionate 
amounts of deferred gain would be recog- 
nized. 


Special rule for dealer property.—If in- 
etafiment obligation received for property 
sold in the ordinary course of a trade or 
business is pl for loan in ordinary 


course of trade or business, proceeds of the 
r gain to the extent the loan 
the basis of the obligation. 


loan would tri 
proceeds ex 


ligor on an installment chligation would 
trigger additional pin to the extent that 
the gain attributable to such payments ex- 
oe gain recognized on account of the 
pledge. 


Exceptions.—Inapplicable to pledge of an 
obligation that by ts terms is due within 
12 months, or an obligation received under 
a revolving credit plan that contemplates 
all purchases would be paid for within 12 
months. Also inapplicable to pledges of ob- 
ligations for debt that by ite terms is pay- 
able within 90 days, provided that debt is 
not renewed or continued. Also inapplica- 
ble to indebtedness owed to a financial in- 
stitution and secured by a general lien on 
all of the borrower's trade or business 
assets, except if substantially all the bor- 
rower 8 assets are installment obligations. 


Effective date.—Applicable to obligations 
pl after December 31, 1985. Any in- 
stallment obligation pledged before dani 
ary 1, 1986, would be treated as Pledged on 
January 1, 1991, if still outstanding. 


House Bill 


Same as President's proposal, except— 


Pledges of installment obligations re- 
ceived for property sold in the ordinary 
course of a trade or business are treated 
the same as the pledges of other install- 
ment obligations under proposal. 


ment payments that are due within 9 
months regardless of the maturity of other 
payments on the obligation. For a taxpayer 
who sells property on a revolving credit 
plan, the amount eligible for the exception 
8 that portion of the receivable bal- 
ance that is determined (pursuant to a sta- 
tistical sampling technique) to be paid in 
9 months. 


The exception for 9-day debt is allowed 
only if the taxpayer does not issue addi- 
tional debt within 45 days. 


Anti-avoidance rules are included sub- 
jecting a borrowing to the pledging rule if 
it is reasonable to expect that the lender 
took into account payments on the install- 
ment obligations as a source for payments 
on the indebtedness, but a safe harbor is 
provided where more than 50 percent of 
the taxpayer's assets are used in an active 
trade or business. 


Effective date.—Applicable to obligations 
pledged after December 31, 1985, and appli- 
cable to obligations created after Septem- 
ber 25, 1985, if pledged for a debt o nr 
tion outstanding after December 31, 1985. 
The provision is phased in over 3 years 
for installment obligations arising from the 
sale of property in the ordinary course of 
business that are pledged in 1986, and 
phased in over 2 years for like install- 
ment obligations pledged in 1987. One resi- 
dential condominium project is grandfa- 
thered 


Chairman's Proposal 


The use of the installment method is de 
nied for a portion of sales of dealers in 
personal property (other than sales under 
revolving credit plans). The disallowed por- 
tion is that portion that bears the same 
ratio to the total installment sales that the 
taxpayer's outstanding debt bears to the 
adjusted basis of the taxpayer's assets. An 
exception is provided for sales by a manu- 
facturer to a dealer where the term of the 
dealer's obligation is dependent upon the 
time that the property is resold or is rented 
by the dealer, the manufacturer has the 
right to repurchase the property if the deal- 
er does not resell or rent the property with- 
in a specified period, and the amount of the 
manufacturers installment obligations ex- 
ceeds the manufacturer's net worth. 


Use of the installment method for sales 
made pursuant to a revolving credit plan 
and for sales of publicly traded property is 
eliminated. 


Effective date.—The elimination of the 
installment method for sales on a revolv- 
ing credit plan and for sales of publicly 
traded property is effective for sales of 
property after Deceuier 31, 1986. Taxpay- 
ers who sell property on a revolving credit 
plan and who may no longer use the install- 
ment method of accounting for revolving 
credit plans may include the resulting 
adjustment in income over a period not 
exceeding five years 

The proportionate denial of the install- 
ment method for dealers in personal prop- 
erty is effective as of January 1, 1987 with 
respect to sales made on or after March 1, 
1986 
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IIL. ACCOUNTING IBSUES-—(Continued) 


Item 


3. Long-term contracts 


4. Interest 


5. Effective date 


Present Law 


The treatment of costs of producing 
property under a ‘long-term contract 
varies depending on the method of ac- 
counting used by the taxpayer. In addition 
to an inventory method (described above), 
taxpayers may use two special methods of 
accounting for long-term contracts: the 
percentage of completion method and the 
completed contract method. Under the per- 
centage of completion method, gross income 
is recognized eccording to the percentage of 
the contract completed during each taxable 
year, and contract costs are currently de- 
ductible. Under the completed contract 
method, the gross contract price is included 
in income, and cost associated with the con- 
tract may be deducted, in the year that the 
contract is completed and accepted. 

The rules relating to which costs are 
contract costs vary depending on whether 
the contract is an extended period contract 
(in general, a contract requiring longer 
than 2 years to complete) or a non-ex- 
tended period contract. The rules applica- 
ble to extended period contracts are essen- 
tially the same as the uniform capitaliza- 
tion rules. Non-extended period contracts 
are subject to similar but somewhat less 
comprehensive rules. 


Interest incurred by a taxpayer during 
construction or improvement of real prop- 
erty held for business or investment pur- 
poses generally must be capitalized and 
amortized over 10 years. An exception is 
provided for low-income housing 


President's Proposal 


All long-term contracts would be subject 
te the uniform capitalization rules under 


tion, all general and administrative costs 
attributable to cost-plus contracts, and to 
Federal government contracts requiring 
certification of costs, would be treated as 
contract costs. 


Capitalization would be required for in- 
terest on debt incurred to finance the con- 
struction or manufacture of (1) long-lived 
personal and real property or (2) tangible 
property requiring 2 or more years to 
construct or manufacture. There would be 
no exception for low-income housing. 


In general, costa and interest incurred 
after December 81, 1985. For inventories, 
the rules would orey 2 taxable years be- 
fant after December 81, 1985. The sec- 
ion 481 adjustment would be spread rat- 
ably over a period of not more than 6 years 
under the rules applicable to a ch ina 
method of accounting initiated by the tax- 
payer. 


House Bill 


must be reported witder: the percentage of 
completion method. Thus, long-term con- 
tract costs would be currently deductible to 
the extent attributable to contracts report- 
ed under the percentage of completion 
method. An exception is provided for con- 
tracts for the construction of real property 
to be completed within 2 years of the con- 
tract date, if performed by a taxpayer whose 
average annual gross receipts do not exceed 
$10 million. Present law capitalization rules 
would be retained for contracts not required 
to be reported under the percentage of com- 
pletion method. 


Same as President's proposal, except in- 
terest incurred to finance the construction 
or manufacture of Po rty costing more 
than $1 million would alae be capitalized. 


Same as President's proposal, except the 
section 481 adjustment would be spread 
over a period of not more than 5 years, and 
the change to the percentage of completion 
method would apply to contracts entered 
into after September 25, 1985. 


Chairman's Proposal | 


Same as President's proposal, but retain 
present law for real property construction 
contracts not requiring more than 2 years to 
complete, if performed by a taxpayer with 
average annual gross receipts of $10 million 
or leas 


Same as House bill. (See XVI.C.2. for the 
special credit for low-income housing.) 


The provisions would generally be effec- 
tive for costs and interest incurred after 
December 31, 1986 For inventories, the 
rules would apply to taxable years begin- 
ning after December 31, 1986. The section 
481 adjustment would be spread ratably 
over a period not to exceed P years under 
the rules applicable to a change in a method 
of accounting initiated by the taxpayer. For 
long-term contracts, the rules would apply 
to contracts entered into on or after 
March 1, 1986. 
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Ill. ACCOUNTING ISSUES—(Continued) 


Item 


2. Returns of magazines, paper- 
backs and records 


3. Qualified discount coupons 


Present Law 


An accrual-basis taxpayers may elect to 
exclude from gross income amounts attrib- 
utable to ‘qualified sales” of magazines, 
paperbacks or records which are repaid or 
credited to the purchaser before the close 
of the “merchandise return period" (sec. 
485). A “qualified sale” is a sale for which, 
at the time of the sale, the taxpayer has a 
legal obligation to adjust the sales price of 
the item if it is not resold, and which is in 
fact so adjusted. The merchandise return 
period is 2 months and 15 days following 
the close of the taxable year for magazines, 
and 4 months and 15 days following the 
close of the taxable year for paperbacks 
and records. 

For the first year to which an election 
applies, special rules delay a portion of the 
exclusion to limit the bunching of exclu- 
sions that might otherwise occur. 


An accural-basis taxpayer may elect to 
deduct the cost of redeeming ‘qualified dis- 
count pouponal outstanding at the close of 
the taxable year and received for redemp- 
tion up to 6 months following the close of 
the taxable year (sec. 466). A "qualified dis- 
count coupon” is one which is issued and 
redeemable by the taxpayer and which 
allows a discount of not more than $5 on 
the purchase price of mechandise or other 


tangible personal roperty. For the first 
year to which an election applies, a special 
rule delays a portion of the deduction at- 
tributable to the election to prevent a 
bunching of deductions. 


President's Proposal 


The election to exclude from gross 
income amounts attributable to the quali- 
fied sales of magazines, paperbacks or 
records which are repaid or credited after 
year end, but before the close of the mer- 
chandise return Period, would be repealed. 

Any amount of exclusion delayed in the 
first year of election, which has not yet 
been allowed as an exclusion, would be 
treated as a deduction in the first taxable 
year for which the proposal is effective. 


Effective date.—Taxable years beginning 
on or after January 1, 1986. 


The election to deduct the cost of re- 
deeming ‘qualified discount coupons” re- 
solved after the close of the taxable year 
would be repealed. Any portion of the de 
layed deduction from the first year of elec- 
tion, which has not yet been allowed as a 
deduction, would be deductible in the first 
taxable year for which the proposal is ef- 
fective. 


effective for taxable years beginning on or 
after January 1, 1986. 


House Bill 


Retain present law 


Retain present law. 


Chairman's Proposal | 


Retain present law 


Same as President's proposal, except that 
the proposal would be effective for taxable 
years beginning after December 31, 1986 
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IV. CAPITAL GAINS—(Continued) 


[ Item 


1). Small Business Participating 
Debentures 


Present Law 


Generally 
is deductible by the borrower and is includ- 
ible as ordinary income by the lender. 


Loss on the sale or exchange of stock in 
a “small business corporation” is treated 
as ordinary logs up to $50,000 ($100,000 for 
a joint return). A small business corpora- 
tion is a domestic corporation the amount 
of whose paid-in capital does not exceed $1 
million and which did not receive more 
than 50 percent of its aggregate gross re- 
ceipts from certain passive sources in the 
preceeding five years. 


President's Proposal 


No provision. 


No provision. 


House Bill 


Chairman's Proposal 


Interest on a “small business articipat- 
ing debenture’ is deductible by the borrow- 
er. Such interest is treated as ordinary 
income to the lender to the extent of any 
fixed portion, and is treated as capital gain 
to the extent of any portion based on the 
earnings of the borrower. 


In general, a smal! business participat- 
ing debenture is a debt obligation that is 
issued by a “qeatined small business” and 
that has a fixed maturity, a minimum 
stated interest rate, and provides for pay- 
ments to the lender haasd on the earnings 
of the borrower. The borrower and the 
lender may not be related persons and the 
lender must be a U.S. person, or a foreign 
person that treats the income as effectively 
connected with a U.S. trade or business. No 
issuer may have more than $1 million of 
small business participating debentures 
outstanding. 


A qualified small business generally is a 
corporate business that has paid-in capital 
not exceeding $1 million and that is not 
controlled by a foreign person. The corpo- 
ration must not have derived more than 50 
percent of its te gross receipts in 
the preceeding five years from specified 
Passive sources. Qualified small business 
also includes a noncorporate business that 
meets requirements similar to those for 
corporations. 


Losses on the sale or exchange of a small 
business participating debenture are treat- 
ed the same as losses on the sale or ex- 
change of small business corporation stock, 
i.e., a limited amount of such losses is eligi- 
ble for ordinary loss treatment. 


Anti-avoidance rules are provided. 
Effective date. —The Provision is effective 
for small business participating debentures 


issued after December 31, 1986 and before 
January 1, 1990. 
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V. COMPLIANCE AND TAX ADMINISTRATION 


A. Increased Penalties 


1. Penalties relating to informa- 


tion returns 


2. Penalty for failure to pay 


taxes 


a. Penalty 


6. Cost of collection charge 


Present Law 


The Code provides a $50 penalty for each 
failure to file an information return with 
the IRS and each failure to supply a copy 
of the information return to the taxpayer. 
The maximum penalty is generally 
oh except in cases of intentional disre- 
gard. 

The Code also provides a $5 penalty ($50 
under certain circumstances) for failure to 
furnish a correct taxpayer identification 
number. There is no specific penalty for in- 
cluding other incorrect information on an 
information return. 


(a) A taxpayer who fails to pay taxes 
when due must pay a penalty of one-half of 
one percent of the tax for the first month 
not paid. The penalty increases by one-half 
of one percent for each month the failure to 
Pay continues, up to a maximum of 25 per- 
cent. 


(b) No provision. 


President's Proposal 


(a) Eliminate the $50,000 maximum, 

(b) Impose a new $5 penalty for supply- 
ing incorrect information (with a reasona- 
ble cause exception), and 

(c) Consolidate the existing penalty for 
failure to file information returns with the 
IRS with the existing penalty for failure to 
supply a copy of the information return to 
the taxpayer. 


Effective date.—Returns due on or after 
January 1, 1986 (without regard to exten- 
sions). 


(a) Repeal present-law penalty. 


Py 
taxes with a cost of collection . The 
goal of the is to recover IRS’ costs 
of collecting delinquent payments. 


Effective date.—Returns due on or after 
January 1, 1986 (without regard to exten- 
sions). 


House Bill 


Generally the same as the President's 
proposal, except provide a $100,000 maxi- 
mum penalty ($20,000 for supplying incor- 
rect information). 


(a) Increase the penalty for failure to pay 
from one-half of one percent to one percent 
per month (up to the 25 percent limit) 
after the tax r has been notified that 
the IRS will | levy upon the taxpayer's 
assets to collect the ue taxes. This is 
the point at which the IRS uses more ex- 
pensive collection methods. 

Improve the coordination of the penalty 
for failure to pay taxes with the penalty 
for failure to file tax return. 


Effective date—Amounts asseseed after 
December 31, 1985. 


(b) No provision. 


Chairman's Proposal =| 


Same as House bill. Additionally, provide 
that the $20,000 maximum does not apply in 
cases of intentional disregard 


Effective date.—Returns due on or after 
January 1, 1987 (without regard to exten- 
sions). 


(a) Same as House bill. 


Effective date——Amounts assessed after 
December 31, 1986. 


(b) Require the Treasury to report to the 
Senate Finance and House Ways and Means 
Committees by March 1, 1987, with specific 
recommendations as to how the cost of col- 
lection charge described in the President's 
Proposal is proposed to be implemented. 
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V. COMPLIANCE AND TAX ADMINISTRATION—(Continued) 


Item Present Law President's Proposal House Bill Chairman's Proposal 


C. Information Reporting Provisions 


1. Information reporting on real 
estate transactions 


2. Information reporting on per- 
sons receiving contracts from 
certain Federal agencies 


Information reporting on 
State and local taxes 


4. Tax-exempt interest required 
to be shown on tax returns 


Brokers must, when required by Treas- 
ury regulations, file information reports on 
the business they transact for customers 


(sec. 6045). 


There is no provision that requires infor- 
mation reporting on persons receiving Fed- 
eral contracts. 


No provision requires State and local 
governments to provide information re- 
ports to the IRS and the taxpayer on pay- 
ments of State and local income, real prop- 
erty, and personal property taxes. 


There is no requirement that all taxpay- 
ers report the amount of tax-exempt inter- 
est they receive on their tax returns. The 
individual income tax return (Form 1040) 
for 1985 does, however, require that taxpay- 
ers with taxable social security benefits re- 
port the tax-exempt interest they receive. 


Real estate transactions must be report- 
ed. The reporting is to be done by the set- 
tlement attorney or other stakeholder. 
This would generally be the person respon- 
sible for closing the transaction. 


Effective date.—Real estate transactions 
occurring on or after January 1, 1986. 


Requires Federal executive agencies to 
file an information return on each person 
with which the agency enters into a con- 
tract. 


Effective date.—Contracts signed on or 
after or in effect on or after January 1, 
1986. 


Any State or local government that im- 
poses an income tax, a real property tax, 
or a personal property tax, must report to 
the individual who paid those taxes and to 
the IRS the amount of those taxes paid by 
that individual. 


Effective date.—January 1, 1987. 


Any person required to file a tax return 
must report on that return the amount of 
tax-exempt interest received or accrued 
during the taxable year. 


Effective date —Taxable years beginning 
after December 31, 1985. 


Generally same as House bill. Reporting 
is to be done by the real estate broker or, if 
there is no real estate broker, by the person 
responsible for closing the transaction. 


Effective date —Real estate transactions 
occurring on or after January 1, 1987. 


Same as Houre bill. 


Effective date——Contracts signed on or 
irked or in effect on or after January 1, 


Same as House bill, for income taxes only. 


Same as present law 
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V. COMPLIANCE AND TAX ADMINISTRATION—(Continued) 


Item 


2. Tax shelter registration 


3. Penalty for failure to register 
a tax shelter 


4. Penalty for failure to report 
the tax shelter identification 
number 


Present Law 


Tax shelter organizers are required to 
register with the IRS tax shelters they or- 
ganize, develop, or sell. A tax shelter is 
any investment for which the ratio of the 
deductions plus 200 percent of the credits 
to the cash actually invested is greater 
than 2 to Ll. The investment also must be 
subject to Federal or State securities re 
quirements or be privately placed with 5 or 
more investors. 


Specified tax shelters are required to 
register with the IRS and obtain a tax 
shelter identification number. The penalt 
for failure to ister a tax shelter with 
the IRS is $10,000 or, if less, one percent of 
the aggregate amount invested in the tax 
shelter (but in no event leas than $500). 


If a taxpayer invests in a tax shelter 
that has a tax shelter identification 
number, the taxpayer is required to in- 
clude that number on the tax return. The 
penalty for failure to do so is $50, unless 
the failure is due to reasonable cause. 


President's Proposal 


No provision. 


No provision. 


No provision. 


No provision 


No provision. 


No provision 


House Bill 


Chairman's Proposal = 


Multiply the value of the credits by 300 
percent, instead of 200 percent (to conform 
to rate changes) 


Effective date —Same as rate changes 


Increase the penalty to the greater of 
one percent of the aggregate amount in- 
vested in the tax shelter or $10,000. 


Effective date.—Date of enactment. 


Increase the penalty to $250. 


Effective date —Returns filed after date 
of enactment. 
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V. COMPLIANCE AND TAX ADMINISTRATION—(Continued) 


Item 


G. Tax Litigation and Tax Court 


1. Awards of attorneys’ fees in 
tax cases 


Present Law 


Attorneys’ fees may be awarded in tax 
cases to private peruice who prevail on the 
issues litigated if the taxpayer proves that 
the government's position was unreason- 
able. Awards are limited to $25,000. GAO 
has stated, however, that there is no appro- 
priation currently available to pay Tax 
Court awards. 

This provision expired with reapect to 
court proceedings commenced after m- 
ber 31, 1985. 


President's Proposal 


No provision. 


House Bill 


(a) Extend the present-law sunset date 


until December 31, 1989 


(b) Authorize funding of attorneys’ fee 
awards out of source used in non-tax cases. 


(c) Give courts the authority to assess all 
or a portion of an attorneys’ fee award 
against an IRS employee if the proceeding 
results from an arbitrary or capricious 
action of the employee. 


Chairman's Proposal | 


(a) The authorization of attorneys’ fees 
and other court costs in tax cases is made 
permanent, with the following modifica- 
tions: 


(1) If it is determined that the tax- 
Payer prevailed in the tax litigation, 
the burden rests on the Government to 
show that its position was substantial- 
ly justified or that special circum- 
stances exist that make an award of 
litigation costs unjust; 

(2) The “substantially justified” 
standard applies to the administrative 
action or inaction by the Government 
on which such proceeding is based; 

(3) No award is allowed to a prevail- 
ing party who unreasonably protracted 
the proceedings; 

(4) The $25,000 cap is eliminated (as 
under present law, recoverable coats 
would not include costs of the adminis- 
trative process); and 

(5) Limits are imposed on hourly 
charges by attorneys and expert wit- 
ness fees recoverable under the provi- 
sion. 


Effective date —Actions commencing 
after December 31, 1985 


(b) Same as House bill 


(c) No provision 
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V. COMPLIANCE AND TAX ADMINISTRATION—(Continued) 


Item 


e. Tax Court Judges’ retire- 
ment provisions 


H. Tax Administration Provisions 


1. Authority to rescind statutory 
notice of deficiency 


2. Authority to abate interest 
due to errors or delay by the 
IRS 


Present Law 


(e) District Court judges meeting age and 
longevity of tenure requirements may 
resign, engage in the practice of law, and 
continue to receive retirement pay 

Tax Court judges who resign after meet- 
ing these age and longevity of tenure re- 
quirements, but who engage in the practice 
of Federal tax or contract law, forfeit re- 
tirement pay. Forfeiture also occurs if a re- 
tired (rather than resigned) judge accepts a 
government position, whether compensated 
or not. 


Once the IRS has issued a statutory 
notice of deficiency, the IRS does not have 
the authority to withdraw the notice; only 
a Tax Court decision can alter its effect. 


The IRS does not have the authority to 
abate interest charges where the addition- 
al interest has been caused by IRS errors 
and delays, except in cases of certain IRS 
math errors. 


President's Proposal 


(e) No provision. 


No provision. 


No provision. 


House Bill 


Chairman's Proposal 


(e) No provision, 


Where the IRS and the taxpayer mutual- 
ly agree, a statutory notice o| deficiency 
may be rescinded 


Effective date. —Statuto: 
ciency issued on or after 


notices of defi- 
January 1, 1986. 


In cases where an IRS official fails either 
to perform a ministerial act in a timely 
manner or makes an error in performing a 
ministerial act, the IRS has the aiithortt 
to abate the interest attributable to ich 
delay. No aspect of the delay can be attrib- 
utable to the taxpayer. The interest abate. 
ment only applies to the period of time at- 
tributable to the failure to perform the 
ministerial act, and only after the taxpay- 
er has been contacted by the IRS. 

The IRS is required to exercise this au- 
thority to abate interest in instances in 
which it issues an erroneous refund check, 
except where the taxpayer has caused the 
overstated refund to occur, or where an er- 
roneous refund check exceeds $1 million. 


Effective date.—Interest accruing with 
respect to deficiencies or payments for tax- 
able years beginning in or after 1982. 


(e) Permit Tax Court judges to resign, 
practice law, and continue to receive re- 
tirement pay in the same manner that Dis- 
trict Court judges currently are permitted 
to do. 

Provide that forfeiture of retired pay by 
a retired judge who accepts a government 
Position only applies if the position is com- 
pensated. 


Effective date.—Date of enactment. 


Same as House bill. 


Effective date.—Statutory notices of defi- 
ciency issued on or after date of enact- 
ment. 


Same as House bill, except that no sig- 
nificant aspect of the delay can be attribut- 
able to the taxpayer. 
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V. COMPLIANCE AND TAX ADMINISTRATION—(Continued) 


Present Law President's Proposal Houre Bill 


Chairman's Proposal 


Same as House bill 


|. Modification of Employee With- 


Employees can claim withholding allow- 
holding Allowance Forms 


ances on Form W-4. That form determines 
how much in Federal taxes is withheld 
from the employee's wages. Withholding 
allowances can be claimed for personal ex- 
emptions, tax credits, and estimated deduc- 
tions (such as itemized deductions). That 
form remains in effect until the taxpayer 
changes or revokes it. 


No provision. Modify withholding schedules to better 
approximate the newly effective rate 


schedules. 


Effective date.—January 1, 1986 Effective date. —January 1, 1987 


J. Report on Return-Free Tax 


Individuals whose income exceeds speci- 
System 


fied levels must file income tax returns 
each year. Generally, these returns must 
be filed by April 15, unless the taxpayer 
receives an extension of time to file. 


Require a report from IRS to the House 
Ways and Means and Senate Finance Com- 
mittees. Report would state: 
(a) 0 can participate in proposal 
and who cannot; 
(b) How the proposal would be 
phased in; 
(c) What resources (computers, staff, 
etc.) are needed; and 
(d) The types of changes to the Code 
that would inhibit or enhance the use 
of the return-free system. 
The IRS should also consider whether an 
in-house test of the proposal (not involving 
taxpayers) would be beneficial. 


Provide the IRS with the authority to Same as House bill. 
SuEearent a return-free system for individ- 
uals. Taxpayers who meet certain criteria 
(relating to the complexity of their returns) 
would be offered the option of not filing an 
income tax return. Instead, the IRS would 
pre} the return and compute the tax li- 
rh ity of the taxpayer. The IRS youd is 
this using wi reports currently fi 
with the Social: Security Administration 
and information returns currently filed 
with the IRS. The IRS would send the tax- 
yer a report stating the Service's calcu- 
ation of t pavers tax liability. The 
taxpayer would free to challenge the 
Service's calculation of tax. 


Effective date.—Not specified in Presi- 
rialigdsahiioy 


Effective date—Report due in six 
months. 
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VI. CORPORATE AND GENERAL BUSINESS TAXATION 


Item Present Law President's Proposal House Bill Chairman's Proposal | 


A_ In General 


1. Corporate tax rates Corporate taxable income is subject to Corporate income would be subject to tax Corporate income would be subject to tax Same as House bill, except maximum 
tax under a 5-bracket graduated rate struc- | under a 4-bracket graduated rate structure | under a 3-bracket graduated rate structure | corporate rate would be 35 percent. Thus, 
ture as follows: as follows: as follows corporate income would be subject to tax 

under a 3bracket graduated rate structure 
pg Income Taxable Income Rate Taxable income kes as follows: 
25,000 oF 1e88 oo... ce $25,000 or bese ooo. ee 1D $50,000 or less .......... Mdavance 
$25,000-$50,000 “18 $50,000-875,000 ate Tovatre Income Rate 
$50,000-$75,000 25 Over $75:000 .\.28isici cohscienceds 88 '000-$75,000 eG ae Gk as aay 25 
Over $75,000... oo 88 Over $75,000 0.000000... See Re | 


The graduated rates would be phased out An additional 5-percent tax would be im- Under the phase-out, corporations 
for corporation with taxable income in on income between $100,000 and | having taxable income of $350,000 or more 
excess of $140,000 by imposing an addition- | $365,000. Thus, corporations having tax- | would, in effect, pay tax at a flat 35 per- 
al 5-percent tax on income between | able income of $365,000 or more would, in | cent rate. 
$140,000 and $345,000. Thus, corporations | effect, pay tax at a flat 36 percent rate. 
having taxable income of $345,000 or more 
would, in effect, pay tax at a flat 33 per- 
cent rate. 


An additional 5 percent tax is imposed 
on a corporation's taxable income in excess 
of $1 million, up to a total additional tax of 
$20,250. This results in elimination of the 
benefit of the graduated rate structure (in 
effect, payment of tax at a flat 46 percent 
rate) for income over $1,405,000. 


Effective date—July 1, 1986 (income in Effective date-—July 1, 1986 (income in Effective date-—July 1, 1987 (income in 
taxable years that include July 1, 1986, le years that include July 1, 1986, | taxable years that include July 1, 1987, 
would be subject to “blended”’ rates). would be subject to blended rates). would be subject to blended rates) 


Same as President's proposal exce, Retain present law 
phased in over 10 years beginning in 1987; 
deduction would be 1 percent for taxable 
years beginning after January 1, 1987, in- 
creasing | percent each year up to 10 per- 
cent for taxable years beginning after 
January 1, 1996. 

Also, President’s proposal is modified as 
follows: 

(a) The deductible portion of divi- 
dends paid to tax-exempt shareholders 
owning 5 percent or more of a corpora- 
tion's stock would be treated as taxable 
“unrelated business income” to the 
shareholder. 

(b) A compensatory withholding tax 
would be imposed on dividends paid 
after December 31, 1988, to forei 
shareholders otherwise protected by 

treaty, except where the foreign coun- 
try grants equivalent relief from a two- 
tier tax to US. shareholders. 


Domestic corporations would receive a de- 
duction for 10 percent of dividends paid 
out of corporate earnings that have been 
subject to tax after the general effective 
date. Additional compensatory withholding 
a one to the on poner received from 
the uction wou im on foreign 
shareholders not abled grog treaty. No 
special rules are provided for dividends paid 
to tax-exempt shareholders. 


z. Corporate dividends paid Corporations generally compute taxable 
deduction income and are subject to a separate corpo- 
rate-level tax without deduction for divi- 

dends paid to shareholders. 

Foreign shareholders of U.S. corpora- 
tions generally are subject to 30-percent 
withholding tax on dividends; a lower rate 
may be provided by treaty. Tax-exempt en- 
tities generally are not taxable on divi- 
dends received, except in certain cases 
where the tax-exempt entity owns debt-fi- 
nanced property 


Effective date.—Generally, taxable years 
beginning after December 31, 1986, with 
special rule for dividends paid after that 
date in taxable years beginning before Jan- 
uary 1, 1987. 
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VI. CORPORATE AND GENERAL BUSINESS TAXATION—(Continued) 


Present Law President's Proposal House Bill 


6. Special limitations on net op- 
erating loss (NOL) carryovers 


a. General approach 


(a) There is no consistent approach. If 
the limitations apply, NOL carryovers are 
reduced or eliminated, depending on 
whether the transaction takes the form of 
a tax-free reorganization or a taxable pur- 
chase, respectively. 


(a) The new owners of a logs corporation 
would not be able to use a NOL carryover 
more rapidly than it would be used if there 
were no change in ownership. In general, if 
the limitations apply, the earnings against 
which an NOL carryover could be deduct- 
ed—and not the 'NOL carryover itself— 
would be limited, with an exception for 
stock acquired by reason of death; trans- 
feree treated as having owned stock during 
the period held by a decedent who was a 
family member. 


(a) No provision. 


6. Taxable purchases 
(1) When limitations 
apply 


(bX1) The limitations apply if there is a 
purchase of 50 percent or more of the stock 
of a loss corporation, unless the business- 
continuation requirement described below 
is satisfied. 


(bX1) The limitations would apply after 
change in ownership of more than 50 per- 
cent of the value of a loas corporation's 
equity. 


(bX1) No provision 


(2) Effect of change of 


(2) NOL carryovers are eliminated 
ownership 


(2) No provision. 


(2) The earnings available for offset in 
each post-acquisition year generally would 
be limited to an amount equal to the tax- 
exempt long-term bond rate multiplied by 
the logs corporation's equity value immedi- 
ately before the ownership change (imme- 
diately after the ownership change after a 
redemption). 


(3) Period for testing (3) No provision (3) Three years. 


ownership changes 


(3) Two years. 


(4) All 5% or greater shareholders, with 
all less-than-5% shareholders treated as 
one 5% shareholder. 


(4) Shareholders taken (4) No provision. 


tnto account 


(4) Ten largest shareholders. 


(5) Same as present law, except a corpo- 
ration would treated as owning stock 
owned by a shareholder in the proportion 
that the value of the shareholder's stock in 
the corporation bears to the value of all 
outstanding stock, and stock underlying an 
option would be attributed to the person 
whose ownership would cause the limita- 
tions to apply. 


(5) The constructive ownership rules of (5) No provision. 
section 318 apply, 80 that a purchase from 
one whose stock would be attributed to the 
purchaser would be disregarded, except 
that the attribution rules for corporations 
and shareholders apply without regard to 
the 50-percent limitations in section 318. 


(5) Constructive owner- 
ship rules 


(6) NOL carryovers are eliminated unless 
the loss corporation satisfies the continuity 
of business enterprise requirement that a 
plies to tax-free reorganizations (see c.3., 
below), during the two-year period follow- 
ing the acquisition. 


(6) NOL carryovers are eliminated if the (6) No provision. 
loss corporation fails to continue the con- 
duct of a trade or business that was con- 


ducted before the change in ownership 


(6) Business continu- 
alton requirement 


Chairman's Proposal | 


(a) Same as House bill, with exceptions 
for stock acquired by reason of death, gift, 
separation, or divorce; also, exceptions for 
acquisitions by ESOPs or ESO partici- 
pants. 


(bX1) The limitations apply after change 
in ownership of more than 50 percent of 
the value of a loss corporation's stock (with 
regulatory authority to treat other equity 
interests—such as warrants—as stock). 


(2) The earnings available for offset 
would be limited to the Federal mid-term 
rate multiplied by the value of the loas cor- 
poration’s stock immediately before the 
ownership change. 


(3) Same as House bill, except—other 
than in cases where a loss corporation has a 
built-in loss that is subject to the special 
limitations—the testing period would not 
begin before the first taxable year from 
which there is a carryover. 


(4) All 5% or greater shareholders. 


(5) Same as House bill, except the 50-per- 
cent limitations in section 318 are replaced 
by 5-percent limitations, and the option at- 
tribution rules apply only to the extent 
provided in regulations 


(6) No provision. 
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VI. CORPORATE AND GENERAL BUSINESS TAX ATION—(Continued) 


Item 


f. Bankruptcy proceeding 
and stock-for-debt  ex- 


changes 


g. Other tux attributes 


h. Measurement of beneficial 


ownership 


i Passive assets 


Jj. Capital contributions 


k. Tax-motivated transac- 
tions 


L Effective date 


m. Status of amendments 
made by Tax Reform Act 
of 1976 


Present Law 


(f Stock received in exchange for an un- 
secured creditor's claim is not treated as a 
continuing stock interest under the rule 
for taxable purchases. Secured creditors 
who receive stock in certain exchanges are 
treated as continuing shareholders. NOLs 
are generally available without limitation 
following a bankruptcy reorganization 
Special rules are provided for reorganiza- 
tions described in section 368(aX3XDXii) (re- 
lating to financially troubled thrifts). 


(g) Similar rules apply to the carryover of 
credits and capital losses. 


reference to shares, except nonvoting 
stock, that is limited and preferred as to 
dividends. 


(i) No specific rule, although, under the 
rule for taxable purchases, the loss corpo- 
ration must hold assets used in a trade or 
business. 


G) No specific provision. 


(k) Under section 269, NOL carryovers are 
subject to disallowance following acquisi- 
tion of 50 percent of stock in a corporation 
or a tax-free acquisition of assets, if the 
principal purpose of the acquisition was tax 
avoidance. 


purchases after December 31, 1985, Srdices 
organizations pursuant to plans adopted on 
or after January 1, 1986. 


President's Proposal 


() No provision. 


(g) No provision. 


(h) No provision. 


(i) No provision. 


(j) No provision. 


(k) No provision. 


(m) No provision. 


House Bill 


(f) After a bankruptcy reorganization or 
a stock-for-debt exchange that occurs as 
part of a bankruptcy proceeding, a loss cor- 
poration'’s equity value is measured imme- 
diately after the ownership change. 


(g) Similar rules would apply to credits 
and capital losses, except foreign tax credit 
carryovers would be limited pursuant to 
regulations. 


(h) Ownership changes would be deter- 
mined without regard to stock that does not 
represent an interest in a corporation's 
growth potential. 


(i) If at least one-third of loss corporation's 
assets consist of ive assets, the income 
against which Now carryovers could be 
used would be subject to reduction. 


@) The value of the loss corporation's 
equity would be reduced by the value of 
capital contributions made within 3 years of 
the acquisition date. 


(k) Retain present law. 


(1) Effective date —The amendments are 
effective for acquisitions on or after phvires 
ary 1, 1986, and reorganizations pursuan 
plans adopted on or after January 1, 1986, 
subject to general transitional rules for 
bankruptcy reorganizations and four special 
transitional rules. 


(m) No provision. 


Chairman's Proposal 


(f) The special limitations would not 
apply after a bankruptcy reorganization or 
a stock-for-debt exchange that occurs as 

rt of Pan kruetcy proceeding, if debt was 

eld for one year before filing of bankrupt- 
cy or arose in ordinary course of loss corpo- 
ration’s business. Interest deductions on 
converted it are pene out of NOE car- 
ryovers i u uring the three-year 
period preceding bankruptcy oraceeling. 
On a second ownership ch within two 
years, NOLs would be unavailable. 


(g) Same as House bill. 


(h) Same as House bill. 


(i) No NOLz« are available if two-thirds or 
more of loss corporation's asset value is at- 
tributable to assets held for investment 
(except if a RIC or a REIT). 


Gj) The value of the loss corporation's 
stock would be reduced by capital contribu- 
tions made with a tax-avoidance motive. 
Capital contributions made within two 
years of the acquisition date would be pre- 
sumed to have a tax-avoidance motive. 


(k) Retain present law. 


(1) The new amendments would be effec- 
tive for purchases after December 31, 1986 
and reorganizations pursuant to plans 
adopted after December 31, 1986. 


(m) The amendments made by the 1976 


Fe Ral be repealed, effective January 1, 
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VI. CORPORATE AND GENERAL BUSINESS TAXATION—( Continued) 


c. Relief from shareholder- 


level tax 


d. Effective date 


e. Other special rules 


(1) Collapsible corpora- 
tions and controlled 
foreign corporations 


Present Law 


President's Proposal 


(cX/) A corporation is treated as an entity 
separate from its shareholders for tax pur- 
owes Thus, corporate earnings are general- 
y taxed twice, first to the corporation when 
realized and later to the shareholders when 
distributed. No credit is given to sharehold- 
ers for taxes paid by the corporation on 
corporate-level income. 

(2) In certain types of liquidations, no 
shareholder-level tax may be imposed. A 
shareholder may elect not to recognize gain 
on receipt of an in-kind liquidating distribu- 
tion and take a substituted basis in the 
abd ig received equal to the adjusted 

asis of his stock (sec. 333). Gain is recog- 
nized, however, to the extent of the share- 
holder's ratable share of the corporation's 
earnings and profits, and the excess of 
money and stock or securities received over 
such ratable share. 


(eX1Xi) A shareholder who disposes of 
stock in a collapsible corporat:on in a trans- 
action that would otherwise produce capital 
gain (eg., liquidation of the corporation) 
must treat the gain as ordinary income (sec. 
341). A collapsible corporation is one formed 
or availed of for the manufacture, construc- 
tion, or production of property, or the pur- 
chase of certain ordinary income or section 
1231 assets, with a view to converting what 
would be ordinary income into capital gain 


(ii) If a 10-percent or more U.S. share- 
holder of a controlled foreign corporation 
realizes gain on the disposition of the stock 
of a controlled foreign corporation, the 
ar is ordinary to the extent of the share- 

older's share of the earnings and profits 
of the corporation accumulated during the 
period it held the stock (sec 1248) 


(c) No provision. 


(e) (1) No provision. 


House Bill 


(c) No provision 


(d) Effective date.—In general, applies to 
distributions and sales and exchanges oc- 
curring on or after November 20, 1985. 
Under transitional rules, distributions and 
sales made pursuant to a plan of liquida- 
tion adopted before that date would not be 
affected. Special rules apply in determin- 
ing whether a plan was adopted before No- 
vember 20 for this purpose 


(e) (1) No provision. 


Chairman's Proposal | 

(cX1) Although gain would generally be 
recognized at the corporate level, relief from 
the shareholder tax would be provided for 
certain liquidations and acquisitions where 
the corporation's value does not exceed $5 
million. In such cases, a basis increase 
would be allowed to shareholders with re- 
spect to their stock. The adjustment, which 
could not exceed the shareholder's gain on 
his stock, would approximate the amount of 
corporate gain recognized on long-held cap- 
ital assets. 


Partial relief from the shareholder-level 
tax would be provided in the case of corpo- 
rations having a value between $5 million 
and $10 million. 

(2) A shareholder in a liquidating corpora- 
tion could elect not to recognize gain on 
distributions and take a substituted is in 
the assets received equal to the adjusted 
basis of his stock. Gain would be recognized, 
however, to the extent cash or marketable 
securities were received. 


(d) Effective date.—The provisions would 


apply to distributions and sales and ex- 
chai on or after March 1, 1986. Transi- 
tional rules similar to those in the House 


bill would be provided. 


(eX1Xi) The collapsible corporation provi- 
sions would generally be repealed. Appro- 
priate anti-avoidance rules would be provid- 
ed. 


(ii) In addition to general earnings and 
profits rules, a 10-percent or more US. 
shareholder in a controlled foreign corpo- 
ration would also recognize ordinary gain 
on disposition of the stock if 70 percent or 
more of the corporation's assets (exclusive 
of those held for 3 years or more) would be 
ordinary income property in the hands of 
substantial shareholders. 


Effective date.—Dispositions of stock and 
liquidations on or after January 1, 1988 
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VI. CORPORATE AND GENERAL BUSINESS TAX ATION—(Continued) 


8. Modification of merger and 
acquisition rules 


a. In general 


6. Treatment of acquired and 
acquiring corporations 


Present Law 


President's Proposal 


House Bill 


Chairman's Proposal | 


(a) Tax-free and taxable mergers and ac- 
uisitions of corporations are governed by 

different sets of rules. A transaction quali- 
fies for tax-free treatment only if it falls 
within one of several statutorily-defined 
categories of “reorganization” and meets 
certain regulatory and judicial require- 
ments (e.g., business purpose, continuity of 
business enterprise). rganization status 
depends on the existence of a substantial 
continuing equity interest in the acquiring 
corporation by the acquired corporation's 
shareholders. 

A purchase of a controlling interest in 
the corporation by another corporation 
may, at the election of the acquiring corpo- 
ration, be treated as a sale and purchase of 
the assets of the acquired corporation (sec. 
338). Statutory ‘consistency’ rules prevent 
the acquiring corporation from obtaining a 
cost basis in some assets of the acquired 
corporation or members of its affiliated 
group and a carryover basis in others. 


(b) In a tax-free “reorganization,” the 
corporations that are parties to the reorga- 
nization generally recognize no gain or loss 
on the transfer of assets, stock, or securi- 
ties, and the asset basis and tax attributes 
(e.g., NOL carryovers, excess credits) of the 
acquired corporation carry over. In a tax- 
able acquisition, gain or logs is generall 
recognized by the acquired corporation (ale 
though a liquidating corporation may be 
eligible for relief from recognition under 
sec. 337, relating to sales pursuant to a 
plan of complete liquidation), and its tax 
attributes disappear. The acquiring corpo- 
ration takes a cost basis in the assets or 
stock of the acquired corporation. 

A corporate controlling shareholder may 
elect to treat an acquisition of stock in a 
subsidiary as if the subsidiary had sold its 
porte in a section 337 liquidation (sec 
338). 


(a) No provision. 


(b) No provision. 


(a) No provision. 


(b) No provision. 


(a) Acquisitions by a corporation of a 
controlling stock interest in another corpo- 
ration or of substantially all of the corpo- 
ration’s assets (‘qualified acquisitions’) 
would be eligible for elective tax treatment 
at the corporate level, as described below. 
Elective treatment would be available 
without regard to whether the shareholders 
of the acquired corporation maintain a con- 
tinuing equity interest in the acquiring cor- 
poration. Consistency rules would generally 
apply on an entity-by-entity rather than on 
an affiliated group basis, with a special 
exception for goodwill. 

The nonstatutory requirements applica- 
ble to reorganizations (business purpose, 
continuity of business enterprise, etc.) 
would not apply in determining whether a 
transaction is a qualified acquisition. 


(b) In the case of a qualified acquisition, 
the acquiring corporation could elect to 
treat the transaction as a carryover basis 
acquisition or as a cost basis acquisition 

In a carryover basis acquisition, the ac- 
quired corporation would recognize no gain 
or loss and the acquiring corporation (or 
the acquired corporation, if it remained in 
existence) would take a carryover basis in 
the acquired corporation's assets. The ac- 
quired corporation's tax attributes would 
survive. 

In a cost basis acquisition the acquired 
corporation would recognize gain or loss, 
the acquiring corporation would take a 
cost basis in the acquired corporation's 
assets, and the acquired corporation's tax 
attributes would disappear. 
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VI. CORPORATE AND GENERAL BUSINESS TAXATION—(Continued) 


Item 


c. Treatment of 
shareholders of 
acquired corporation 

(Cont) 


d. Related and conforming 
amendments to section 
351 (transfers to con- 
trolled corporations) 

(1) In general 


(2) Definition of control 


(3) Receipt of nonquali- 
fying consideration 
(i) Debt instruments 
of transferee 


(ii) Assumption of 
transferor's 
liabilities 


Present Law 


(iv) Loss is not recognized on receipt of 
boot. 


(dX1) No gain or loss is recognized on the 
transfer of property to a corporation con- 
trolled by the transferor immediately after 
the exchange in exchange for stock or secu- 
rities of the transferee (sec. 351). 


(2) Control for purposes of section 351 
and the reorganization provisions means 
ownership of stock possessing at least 80 
percent of the voting power and at least 80 
percent of the total number of shares of all 
other classes of stock. 


(3Xi) No gain or loss is recognized by a 
shareholder on receipt of “‘securities’’ of 
the controlled corporation in a section 351 
exchange, eee of whether securi- 
ties are surrendered. Gain is ized by 
a shareholder on the receipt of other types 
of debt (e.g., short-term notes) of the corpo 
ration, and by a nonshareholder on the re- 
ceipt of any form of debt 


(ii) If liabilities of the transferor are as 
sumed in a section 351 exchange, gain is 
not triggered unless the liabilities exceed 
the basis of the property transferred, or 
the purpose of the transaction is tax avoid- 
ance. In a reorganization, the excess of li- 
abilities assumed over the basis of property 
panetetes generally does not constitute 


President's Proposal 


(dX 1) No provision. 


(2) No provision. 


(3X1) No provision 


(ii) No provision 


House Bill 


(dX 1) No provision 


(2) No provision. 


(3X1) No provision 


(ii) No provision 


Chairman's Proposal is 


In determining dividend equivalency, the 
acquiring corporation would be viewed as 
having distributed the boot in redemption 
of its stock. 


(iv) Logs would not be recognized on the 
receipt of boot unless a shareholder of the 
acquired corporation receives no stock in 
the acquiring corporation, or a security 
holder of the acquired corporation receives 
no stock or securities in the acquiring cor- 
poration. 


(d¥1) In the case of a corporate transfer- 
or, the requirement that the transferor 
have control of the transferee corporation 
“immediately after the exchange’ would 
be satisfied even though the transferee is 
(as of an overall plan) acquired in a 
ualified acquisition immediately following 
the exchange. The assets transferred in the 
section 351 exchange must constitute an 
active business within the meaning of sec- 
tion (disregarding the 5year operation re- 
quirement) to qualify for this treatment. 


(2) Control for purposes of section 351 
(and for purposes of the qualified acquisi- 
tions provisions) would be conformed to the 
definition of affiliation contained in the 
consolidated return provisions. Thus, con- 
trol would be defined as stock of a corpora- 
tion representing at least 80 percent of the 
total voting power and having a value 
equal to at least 80 percent of the total 
value of the corporation's stock. 


(3Xi) Consistent with the treatment of 
debt received in connection with a quali- 
fied acquisition, securities of the transferee 
corporation received in a section 351 ex- 
change would trigger recognition of gain to 
the extent their issue price exceeds the ad- 
justed basis of the securities surrendered 


(ii) Consistent with the treatment of li- 
abilities assumed in connection with a 
qualified acquisition, liabilities assumed in 
a section 351 exchange would be treated as 
boot unless they (1) constitute purchase 
money indebtedness or (2) are assumed by 
the transferee incident to its acquisition, 
holding, or operation in the ordinary 
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VI. CORPORATE AND GENERAL BUSINESS TAXATION—(Continued) 


9. Miscellaneous subchapter C 
changes 


a. Transfers to controlled 


corporations (sec. 351) 

(1) Installment sales be- 
tween shareholders 
and a controlled cor- 
poration 


(2) Basis of stock re- 
ceived tn a section $51 


exchange 


6. Adjustments to basia of 
a_ controlling corporate 
shareholder in subsidiary 
stock 


Present Law 


(aX1) An installment sale between a cor- 
poration and its shareholders may not be 
subject to section 351. If the le is not 
subject to section 351, the transferee may 
obtain a stepped-up (fair market value) 
basis althou 4 ition of the transfer- 
or's gain is cherie! under the installment 
method. 


(2) The transferor's basis for stock or se- 
curities received in a section 351 exchange 
is generally the adjusted basis in the prop- 
erty transferred. If the property has a 
basis in excess of its fair market value, 
there would be a potential loss in the trans- 
feror's stock as well as in the property. 
Thus, the loss may be recognized twice. 


(b) The basis of a controlling corporate 
shareholder in the stock of a subsidiary 
corporation may be a cost, a carryover, or 
a substituted basis depending on the 
manner in which the stock was acquired. 
This basis may have no relation to the sub- 
sidiary's basis in its assets. Thus, the par- 
ent’s potential ‘outside’ gain or loss on 
the stock of the subsidiary and the subsidi- 
ary’s “inside” gain or loss on its assets 
may be different, producing different re 
sults in an acquisition of the subsidiary de- 
pending on whether the stock or assets are 
sold. 

j Where a parent corporation and its sub 
sidiary file a consolidated return, adjust- 
ments to stock basis required under Treas- 
ury regulations for post-acquisition earn- 
ings and _ loses, and _ intercompany 
transactions and distributions may lessen 
he disparity between inside and outside 
ABB. 


President's Proposal 


(aX1) No provision. 


(2) No provision. 


(b) No provision. 


House Bill 


Chairman's Proposal 


(aX1) No provision. 


(2) No provision. 


(b) No provision. 


(a1) An installment sale of property to 
a corporation by a 20 percent or more 
shareholder would be treated as a section 
351 exchange. The transferee's basis in the 
property would be increased only as and to 
the extent the transferor recognizes gain. 


Effective date-—Transactions after De 
cember 31, 1987 


(2) If the fair market value of property 
transferred in a section 351 exchange is less 
than its adjusted basis, the basis of the stock 
received would be the fair market value of 
the property. 


Effective date-—Transactions after De 
cember 31, 1987. 


(b) If a corporation acquires a controlling 
interest in another corporation (other than 
in a cost basis acquisition, where “inside” 
and “outside” basis would otherwise be con- 
formed), the controlling corporation's basis 
in the subsidiary’s stock would generally be 

ual to its cost during the 3-year period 
following acquisition of control. Adjust- 
ments would made for gains and losses 
accruing prior to acquisition of control but 
recognized by the subsidiary during this 
period. 

Following the 8-year period, the parent's 
basis in the stock of the subsidiary would 
generally equal its allocable share of the 
subsidiary's is in its asseta, net of liabil- 
ities 

Effective date.—January 1, 1988. (The ba- 
sis of controlling corporate shareholders in 
the stock of existing subsidiaries held as of 
this date would also be conformed to the 
subsidiaries’ asset basis). 
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VI. CORPORATE AND GENERAL BUSINESS TAX ATION—(Continued) 


Chairman's Proposal ] 


Present Law President's Proposal House Bill 


Reduce basis of stock held by a corpora- 
tion to the extent of dividends received de- 
ductions claimed with respect to dividends 
the exdividend date of which occurs within 
45 days after the date of purchase. Disallow 
dividends received deduction for any divi- 
dends attributable to a period during which 
the raxpeyer subeantiely diminished the 
risk of logs from holding the stock. 


The dividends received deduction is disal- 
lowed where the holding period require 
ment is not met, without regard to whether 
the stock has been disposed of. 


12. Holding period requirement for No provision. 


No deduction is allowed in respect of any 
dividends received deduction 


dividend on any share of stock that is sold or 
otherwise disposed of before the corporate 
shareholder satisfies a 46-day holding peri- 
od requirement. The 46-day period does not 
include any period during which the corpo- 
rate shareholder reduces the risk of logs 
from holding the stock. 


Effective date.—Stock acquired after date 
of enactment of house-passed H.R. 3838. 


Effective date.—Stock acquired on or 
after March 1, 1986. 


Clarify that bond premium is created only 
where a bond's “issue price” (generally, the 
price paid or value of consideration used to 

uire the bond) exceeds the amount pay- 
able at maturity. 


Effective date.—Bonds acquired on or 
after March 19, 1986. 


The holder of a bond acquired at a premi- 
um can elect to amortize the premium— 
taking ordinary deductions—over the term 
of the bond. Amortizable bond premium is 
defined to include any excess of a bond's 
basis over the amount payable at maturity. 


13. Amortizable bond premium No provision. 
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VI. CORPORATE AND GENERAL BUSINESS TAXATION—(Continued) 


3. Fifty-year amortization of 
qualified railroad grading and 
tunnel bores 


4. Deduction for loas in value of 
bus-operating authorities 


Present Law 


Domestic railroad common carriers may 
elect to amortize the cost of qualified rail- 
road grading and tunnel bores over a 50 
year period. “Qualified railroad grading 
and tunnel bores” include all iand im- 
provements (including tunneling) necessary 
to provide, construct, reconstruct, alter, 
pave improve, replace, or restore a road- 

or right-of-way for railroad track. 


Generally, no deduction is allowed for a 
decline in value of property absent a sale 
or other disposition. The courts have 
denied a loss deduction where tbe value of 
an operating permit or license decreased as 
the result of legislation that expanded the 
number of permits or licenses issued, on 
the grounds that the permit or license con- 
tinued to have value as a right to carry on 
a business. 


President's Proposal 


The election would be repealed. Expendi- 
tures for railroad grading and tunnel bores 
would therefore be capitalized and recov- 
ered on disposition of the asset. 


Effective date-—The repeal would be ef- 
fective for expenses paid or incurred on or 
after January 1, 1986. 


House Bill 


Chairman's Proposal | 


Same as President's proposal, except 
ACRS treatment is provided for certain rail- 
road disaster. 


Effective date.—Expenses paid or in- 
curred on or after January 1, 1986. 


Transition rule.—Present law would con- 
tinue to apply to expenditures incurred: 

(i) pursuant to a written contract 
that was binding as of September 25, 
1985; or 

(ii) with respect to construction, re- 
construction, alteration, improvement, 
replacement or restoration commenced 
as of September 25, 1985, if the leaser of 
$1 million or 5 percent of cost has 
been incurred or committed by that 
date, 


provided in each case the improvements 
are placed in service before Janaury 1, 
1988 


No provision. 


Same as House bill 


Effective date.—Expenditures paid or in- 
curred after December 31, 1986. 


Transition rule.—Present law would con- 
tinue to apply to expenditures incurred: 
(i) pursuant to a written contract 
that was binding as of March 1, 1986; 
or 
(ii) with respect to construction, re- 
construction, alteration, improvement, 
replacement or restoration commenced 
as of March 1, 1986, if the lesser of $1 
million or 5 percent of cost has been 
incurred or committed by that date, 
provided in each case the improvements 
rr placed in service before January 1, 
1988. 


Taxpayer would be allowed an ordinary 
deduction ratably over a 60-month period 
for the adjusted of bus operating au- 
thorities held on November 19, 1982, (the 
date of enactment of the Bus Regulatory 
Reform Act) or acquired after that date 
under a written contract that was binding 
on that date. 


Effective date-—The provision would be 


effective retroactively for taxable years 
ending after November 18, 1982 
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D. Other Capital-Related Costs 


1. Merchant marine capital con- 
struction fund 


2. Limitation on business tax 
credits 


3. Contributions in aid of con- 
struction 


VI. CORPORATE AND GENERAL BUSINESS TAXATION—( Continued) 


Present Law 


Taxpayers are entitled to deduct certain 
amounts deposited in a capital construc- 
tion fund. Earnings from the investment or 
reinvestment of amounts in a capital con- 
struction fund are excluded from income. 

A nonqualified withdrawal generates 
income to the taxpayer, subject to interest 
payable from the time the amount with- 
drawn was reported. 


The business tax credits earned by a tax- 


payer can be used to reduce up to 85 per- 
cent of tax liability in excess of $25,000. 


A regulated public utility that provides 


electric energy, gas, water or sewage dis- 
posal services may treat contributions re- 
ceived in aid of construction as nontaxable 
contributions to capital. 


President's Proposal 


The rule providing special tax treatment 
for capital construction funds would be re- 


pealed. 


Effective date.—No tax-free contribu- 
tions to capital construction funds could be 
made after December 31, 1985, except with 
respect to vessels the taxpayer owned on 
January 1, 1986, or vessels with respect to 
which the taxpayer performs a substantial 
amount of construction or reconstruction 
before January 1, 1986. Amounts remain- 
ing in a capital construction fund on Janu- 
ary 1, 1996, would be treated as withdrawn 
at that time. 


No provision. 


No provision 


House Bill 


The rules providing special tax treat- 
ment for capital construction funds are re- 
tained, but modified to coordinate the a 
plication of the Internal Revenue le 
with the Merchant Marine Act: the maxi- 
mum rate of tax is imposed on nonqual- 
ified withdrawals, the Secretaries of Trans- 
portation and Commerce are uired to 
make reports to the Secretary of Treasury 
regarding monies in funds. A taxpayer 
whose fund balance exceeds appropriate 
program objectives is required to develop 
appropriate objectives within 3 years or 
treat the excess as a nonqualified with- 
drawal. A ten-year limit is imposed on the 
amount of time monies can remain in a 
fund; monies not withdrawn after a ten- 
year period are treated as nonqualified 
withdrawals according to a schedule, begin- 
ning with 20 percent in the 11th year and 
ending with 100 percent in the loth year. 


Effective date.—Taxable years beginning 
after December 31, 1985. 


The limitation on the amount of income 


tax liability (in excess of $25,000) would be 
reduced from 85 percent to 75 percent. 


Effective date.-—Taxable years beginning 


after December 31, 1985. 


The bill repeals the provision of present 
law allowing contributions in aid of con- 


struction to be treated as nontaxable con- 


tributions to capital. 


Effective date.—Contributions received 
after December 31, 1985. 


Chairman's Proposal | 


Same as House bill (with technical modi- 
fications to prevent the wasting of net op- 
erating loss and credit carryforwards), 
except there is no limitation on the 
amount of time monies can remain in a 
fund. For monies that remain in a fund for 
more than 15 years, a ‘(-percent excise tax 
is imposed on nonqualified withdrawals 


Effective date.—Taxable years beginning 
after December 31, 1986. 


; Same as Houee bill 


Effective date —Taxable years inni 
after December 31, 1986 Sd 


Same as House bill 


Effective date —Contributions 
after December 31, 1986. 
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VII. ENERGY, AGRICULTURE, TIMBER AND NATURAL RESOURCES—(Continued) 


3. Netting for cooperatives 


Present Law 


Cooperatives are permitted to exclude 
from their taxable income amounts distrib- 
uted to patrons in the form of patronage 
dividends, and certain other amounts paid 
or allocated to patrons, to the extent of the 
net earnings of the cooperative from busi- 
ness done with or for patrons, provided 
that there is a preexisting obligation to 
distribute such amounts. 


farmers’ cooperatives also may eauliite 
such amounts from income to the extent of 
all net income, and also may deduct to a 
siralted extent dividends paid on common 
stock. 


Under present law, the Code does not 
contain any explicit provision regarding 
whether a cooperative may “net” the earn- 
ings and losses of its various allocation 
units in computing its net earnings for the 
purposes of determining the amounts to be 
distributed or allocated to patrons. 


The Code does not explicitly provide that 
a cooperative that so computes its net 
earnings may qualify as a tax-exempt 
farmers’ cooperative. Nor does the Code re- 
uire a cooperative to notify its patrons 
that it engages in the practice of ‘‘netting.”” 


President's Proposal 


No provision. 


House Bill 


ers’ cooperatives) would fe permitted to off- 
set patronage earnings and eLronnge losses 
(including logses carried to the taxable year) 
of their various allocation units in comput- 
ing their net earnings. 


Cooperatives that engage in the practice 
of netting earnings and logses would be 
required to notify their members that the 
amount. of the member's distribution or 
allocation may have been affected by the 
cooperative’s netting. The notice also would 
be required to specify the identity of the 
allocation units whose earni and losses 
were offset, as well as what additional infor- 
mation the patron was entitled to under 
governing law. 


Effective date. —The provisions relating to 


netting of patron earnings and losses 
would be effective for taxable years begin- 
ning after December 31, 1962. The provi- 
sions relating to the notice requirement 
would be effective for taxable years begin- 
ning on or after the date of enactment. 


Chairman's Proposal =| 


Same as House bill 
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VII. ENERGY, AGRICULTURE, TIMBER AND NATURAL RESOURCES—(Continued) 


B. Timber and Ornamental Trees 
1. Reforestation expenses 


2. Expenses relating to the 
growing of timber and orna- 
mental trees 


Present Law 


aspoyers may amortize over a 7-year 
period up to $10,000 of reforestation ex- 
penditures incurred in each taxable year. 


A 10-percent tax credit is allowable for 
these expenditures. 


Most costs associated with the growing of 
timber and ornamental trees may be de- 
ducted in the year paid or incurred. 


President's Proposal 


Amortization over a 7-year period and 
the credit repealed for expenditures after 
December 31, 1985. 


The comprehensive capitalization _re- 
quirements for manufacturing and con- 
struction costs [see Item III. D.], including 
the capitalization of interest, would apply 
to timber and ornamental trees 


Effective date.—In general, costs and in- 
terest incurred after December 31, 1985. 
Growing costs attributable to timber plant- 
ed before 1986 would be subject to capitali- 
zation under a 10-year phase-in rule (10 
percent of such costs incurred in 1986 
would have to be capitalized, 20 percent in 
1987, etc.) 


House Bill 


Same as President's proposal 


Same as President's proposal, except 
qualified small timber producers (taxpay- 
ers with 75,000 acres or leas) may elect to 
amortize costs otherwise required to be 
capitalized as a result of the bill over a 
period of 5 years. The benefit of the elec- 


tion is pheeed out at a rate of 4 percent for 


each 1 acres (or part thereof) of timber- 
land in excess of 50,000 acres. Taxpayers 
making the election are required to use 
non-incentive depreciation for assets used 
in the timber business which are placed in 
service while an election is in effect. 


Effective date.—Same as President's pro- 
posal except that the capitalization of costs 
attributable to timber planted before 1986 
would be phased in over a 5-year period. 


Chairman's Proposal 


a 


Retain present law 


Retain present law 
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VIL. ENERGY, AGRICULTURE, TIMBER AND NATURAL RESOURCES—( Continued) 


Item 


1). Hard Minerals 


1. Exploration and development 
costs 


a. General rule 


6. Foreign exploration costs 


2. Depletion of hard mineral de- 
posits 


Present Law 


(a) Exploration and development costs 
associated with mines and other hard min- 
eral deposits may be deducted currently at 
the election of the taxpayer. Exploration 
(but not development) costs which have 
been deducted currently either (1) are ai 
plied to reduce depletion deductions, or (2) 
at the taxpayer's election, are recaptured 
in income once the mine begins production, 


and then recovered as a depletable ex- 
pense. 

In the case of corporations, only 80% of 
hard mineral exploration and development 


costs may be expensed. The remaining 20% 
must be recovered over the 5-year ACRS 
depreciation schedule (beginning in the 
year that exploration and development 
costs are paid or incurred), with an invest- 
ment tax credit for domestic costs. 


(b) Foreign exploration costs must be 
capitalized to the extent the taxpayer's for- 
eign and domestic exploration costs exceed 
$400,000 per year. 


Depletable costs with respect to hard 
mineral deposits must be recovered using 
the greater of— 

(i) cost depletion, or 
(ii) percentage depletion at the eprr 
cable statutory rate for the minera 

Percentage depletion may not exceed 
50% of net income from the property in 
any taxable year. 

For corporations only, percentage deple- 
tion of coal or iron ore, in excess of adjust- 
ed basis (determined without regard to the 
depletion deduction for that year), is re- 
duced by 15 percent. 


President's Proposal 


House Bill 


(a) Retain present law 


(b) Retain present law. 


Phase out percentage depletion of hard 
minerals ratably over a 5-year period. 

The basis for cost depletion of hard min- 
erals would be indexed for inflation. 


Effective date.—Production on or after 
January 1, 1986 


(a) Same as President's proposal. but re- 
quire recapture of both expensed develop- 
ment and exploration costs at the time the 
mine begins production. Recaptured 
amounts, and development costs incurred 
after the mine begins production, would be 
recovered in the same manner as deprecia- 
ble property in Class 1 (3-year recovery 
period). 

The 20 percent of corporate exploration 
and development costs that are not ex- 
pensed would be recovered in the same 
manner as depreciable property in Class 2 
(5-year recovery period), pesinning in the 
year that costs are paid or incurr 


Effective date.—Costs paid or incurred 
after 1985. 


(b) Foreign exploration and development 
costs would be recovered. 
(i) over a 10-year, straight-line amor- 
tization schedule, or 
(ii) at the election of the taxpayer, as 
part of the basis for cost depletion 


Effective date —Cost paid or incurred 
after 1985 


With the exceptions below, minerals 
whose present law depletion rate exceeds 5 
percent are phased down ratably to 5 per- 
cent in 1988. Minerals having a 5-percent 
present-law rate (e.g., sand, gravel, and cer- 
tain clay) are phased down ratably to 0. In 
conjunction with these changes, the 50 per- 
cent of net income limitation is phased 
down ratably to 25 percent. 


Present law depletion rates are retained 
for 
(i) minerals used to produce fertilizer 
or animal feed (“agricultural miner- 
als'’), and 
(ii) dimension stone. 


The 50 percent of net income limitation is 
retained for these substances 


(a) Retain present law 


(b) Same as House bill 


Effective date.—Costs paid or incurred 
after 1986 


Retain present law 
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VII. ENERGY, AGRICULTURE, TIMBER AND NATURAL RESOURCES—(Continued) 


E. Oil and Gas 
1. Intangible drilling costs 
a. General rule 


6. Treatment of foreign IDCs 


Present Law 


(a) Intangible drilling and development 
costs (IDCs) generally may be expensed or 
capitalized at the election of the operator 
of an oil, gas, or geothermal property. 

In the case of integrated producers 80% 
of IDCs may be deducted currently and the 
remaining 20% must be amortized over a 
36-month period beginning with the month 
the costs are paid or incurred. 

Costs with respect to a nonproductive 
well (‘‘dry hole’) may be deducted current- 
ly by any taxpayer in the year the dry hole 
is completed. 


(b) IDCs qualify for expensing whether 
incurred in the United States or in a foreign 
country. 


President's Proposal 


(a) Retain present law 


(b) Retain present law. 


House Bill 


Chairman's Proposal 


(a) Retains present law with respect to 
domestic IDCs incurred prior to commence- 
ment of the installation of the production 
string of casing (‘casing point’’). 

IL incurred at, or subsequent to, the 
casing point are to be amortized over a 26- 
month period, beginning in the month paid 
on incurred. (Equivalent rules would apply 
to offshore wells.) These costs are not sub- 
ject to the 20 percent reduction for inte- 
grated producers. 

As under present law, unrecovered IDCs 
with respect to a dry hole could be deduct- 
ed in the year the dry hole is completed. 


Effective date.—Costs paid or incurred 
after 1985. 


(b) IDCs incurred outside of the United 
States are recovered, 


(i) over a 10-year, straight-line amor- 
tization schedule, or 


(ii) at the election of the operator, as 
part of the basis for cost depletion. 


Effective date.—Costs paid or incurred 
after 1985 


(a) Retain present law 


(b) Same as House bill 


Effective date.—Costa paid or incurred 
after 1986. 
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VII. ENERGY, AGRICULTURE, TIMBER AND NATURAL RESOURCES—(Continued) 


Item 


F Energy-Related Tax Credits and 
Other Incentives 


1. Residential energy tax credits 


a. Energy conservation items 
and insulation credit 


6. Renewable energy credit 


2. Business energy tax credits 
a. Credit allowed 


6. Unused credits 


c. Affirmative commitment 
rules 


Present Law 


(a) A 15-percent tax credit is allowed on 
the first $2,000 spent through 1985 for in- 
stallations in a taxpayer's principal resi- 
dence ($300 maximum credit) of items to 
reduce heat loss or gain, increase heating 
system efficiency, or reduce fuel consump- 
tion. Unused credits may be carried over 
through 1987. 


(b) A 40-percent tax credit is allowed on 
the first $10,000 spent through 1985 for re- 
newable energy property, ie., solar, wind 
and geothermal ($4,000 maximum credit). 
Unused credits may be carried over 
through 1987. Eligible equipment and parts 
include those necessary to transmit or use 
geothermal energy. 


(a) The business ene 
available in addition to 
credit. 
Solar, wind, geothermal and ocean thermal 
property: 
15-percent credit through 1985. 
Intercity buses and biomass property: 
10-percent credit through 1985. 
Small-scale hydroelectric projects: 
11-percent credit Sikes 1985, or 1988 if 
application docketed by FERC before 1986 


(b) Unused energy tax credits may be 
carried back 3 years and carried forward 15 
years. 


my tax credits are 
the investment tax 


(c) The expired 10-percent credit for al- 
ternative, etc., energy property continues 
to be available for long-term projects which 
meet rules requiring comp!rtion of engi- 
neering studies and applica'n for all re 
quired permits before 19%:!, entering into 
binding contracts for 50% of special project 
enue before 1986, and project comple- 
tion before 1991. 


President's Proposal 


House Bill 


Chairman's Proposal 


(a) Allows the credit to expire as under 
present law 


(b) Allows the credit to expire as under 
present law 


(a) Allow the credit to expire as under 
present law. 


(b) Retain present law carryover of 


unused credits. 


(c) Retain present law affirmative com- 
mitment rules (including hydroelectric) 


(a) Same as President's proposal 


that the solar energy tax credit would he 
extended for three years at reduced credit 
rates—30% in 1986 and 20% in 1987 and 
1988. Expenditures for solar hot water 
property would be limited to $5,000. The 
credit could not be used to create a sun 
room, greenhouse, or similar structure 


(a) Same as President's proposal, except 


that business solar and geothermal energy 
tax credits would be extended for three years 


at reduced credit rates: solar credits would 


be 15% in 1986, 12% in 1987, and 8% in 


1988; geothermal credits would be 15% in 
1986 and 10% in 1987 and 1988. 


, 


(b) Same as President's proposal 


(c) Spread credit allowable each year 


over 5 years, i.e. 20 percent of the credit 
allowed for any years would be taken in 
each of 5 years 


(a) Same as President's proposal 


(bX 1) Extend solar and geothermal energy 
credits at 30% credit rate in 1986 and 20% 
in 1987-1995. Other requirements are the 
same as the House bill. 


(2) Extend wind energy credits at 10% 


credit rate in 1986 and at 5” credit rate in 
1987-1995. 


(aX 1) Extend solar and geothermal energy 
credita at 15% in 1986 and 1987 and at 10% 
in 1988-1995. 


(2) Extend ocean thermal and biomass 
credits at a 10% credit rate in 1986 and 1987 
and at 5% in 1988-1995. 


(3) Extend wind energy credit rates at 
10% in 1986 and at 5% in 1987-1995 


(b) Same as President's proposal 


(c) Retain present law 
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G. Gift and Estate Tax Deductions 
for Certain Conservation Ease- 
ment Donations 


Present Law 


Charitable contributions of qualified con- 
servation easements in perpetuity to public 
charities or governmental entities are de- 
ductible for income, gift, and estate tax 
purposes if made exclusively for conserva- 
tion purposes. If an irrevocable contribution 


of an easement fails to qualify for an income 
tax deduction because the coneervetlon pur: 
i 


pose requirement is held not to be satisfied, 
the donor is subject to gift tax on the trans- 
fer. 


President's Proposal 


VIL. ENERGY, AGRICULTURE, TIMBER AND NATURAL RESOURCES—(Continued) 


House Bill 


Chairman's Proposal 


No provision 


No provision 


An irrevocable charitable contribution in 
perpetuity of an easement in r property 
to a public charity or governmental entity, 
that otherwise would be deductible as a 
qualified conservation contribution, would 
not be nondeductible for gift or estate tax 
purposes solely for failure to satisfy the 
conservation-purpose requirement — (sec 
17OHX4K A). This rule would not allow an 
income tax deduction for the contribution 

Effective date —Contributions made after 
December 31, 1986 
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Item 


8. Employment Taxes 
1. Exemption from social secu- 
rity coverage for retired Fed- 
eral judges on active duty 


2. FUTA tax provisions 
a. Certain nonresident farm 
workers 


6. Summer camp counselors 


c. Fishing boat crew mem- 
bers 


d. Agricultural wages 


VIII. EXCISE AND EMPLOYMENT TAXES—(Continued) 


Present Law 


The 1983 Social Security Amendments 
(P.L. 98-21) provided that the wages of all 
active Federal judges are subject to social 
security taxes, nning January 1, 1984; 
this provision applied to both current and 
future judges. The 1983 law also provided 
that amounts received by judges who 
achieve senior (retired) status but who con- 
tinue on active duty are subject to social 
security taxes on any part of their pay at- 
tributable to periods when they are per- 
forming judicial services. Those earnings 
also cause reductions in the judges’ bene- 
fits under the social security retirement 
test. P.L. 98-118 delayed the effective date 
of this provision until January 1, 1986. 


(a) An exemption from FUTA was pro- 
vided for veges paid for icultural labor 

rformed by aliens admitted to the 
nited States spereuant to sections 214(c) 
and 101(aX15XH) of the Immigration and 
Nationality Act (Code sec. 3306(cX1XB)). 
ane exemption expired on December 31, 


(b) A one-year exemption from FUTA 
was provided for wages paid for 1983 by 
certain summer camps for employees who 
sore full-time students (sec. 276(b) of P.L 

~248). 


(c) An exemption from FUTA was al- 
lowed for remuneration paid during 1981- 
84 to certain fishing boat crew members. 
This exemption applied only if the remu- 
neration depended on the boat's catch and 
the crew not mally consisted of fewer than 
10 members (sec. 822(b) of P.L. 97-34). 


(d) FUTA tax applies to wages of agricul- 
tural workers on farms with a quarterly 
payroll of at least $20,000 with 10 or more 
employees in 20 weeks of the year. 


President's Proposal 


House Bill 


Chairman's Proposal 


No provision. 


(a) No provision. 


(b) No provision. 


(c) No provision. 


(d) No provision. 


No provision 


(a) No provision. 


(b) No provision. 


(c) No provision. 


(d) No provision. 


An exclusion would be provided from the 
definition of wages for social security pur- 
poses for amounts received by Federal 
judges who meet the criteria for retire 
ment on salary (e.g., 65 with 15 years 
of service or ho with 10 years of service), 
who retire, and who perform active duty. 
The effect of this exclusion would be to 
exempt such amounts from social security 
taxes and to preclude such amounts from 
being counted for social security earnings 
test purposes. 


Effective date.—Services performed after 
December 31, 1983. 


(a) The FUTA exemption for certain non- 
resident farm workers would be reinstated 
and extended, for wages paid after Decem- 
ber 31, 1985 and before January 1, 1988 


(b) A permanent FUTA exemption would 
be provided for wages paid to summer 
camp counselors who are full-time stu- 
dents, effective for wages paid after Sep- 
tember 19, 1985. 


(c) A permanent FUTA exemption would 
be provided for wages paid to certain fish- 
ing boat crew members, effective for wages 
paid after December 31, 1980 


which altural’ wages are covered 
under 'A would be increased from 
$20,000 to $40,000, effective for wages paid 
after September 30, 1986 
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IX. FINANCIAL INSTITUTIONS—(Continued) 


Present Law House Bill 


Chairman's Proposal 


Same as House bill 


President's Proposal 


BK. Interest on Debt Used to Pur- 
chase or Carry Tax-Exempt Obli- 
gations 


Denies financial institutions 100 percent 
of interest deductions that are allocable to 
tax-exempt obligations acquired on or after 
January 1, 1986. The amount of interest al- 
locable to tax-exempt obligations would be 
determined in the same manner as for pur- 
poses of the tax preference reduction under 
present law. 

The present law (i.e., 20 percent) reduc- 
tion would continue to apply with resi 
to tax-exempt obligations acquired in 1983 
through 1985, 


No deduction is allowed for interest pay- 
ments on debt incurred or continued to 
Furchase or carry tax-exempt obligations. 

nder a long-standing judicial and admin- 
istrative interpretation, financial institu- 
tions generally are permitted to invest de 
posited funds in tax-exempt obligations, 
while continuing to deduct interest paid to 
depositors. 

e corporate tax preference rules 
reduce by 20 percent the amount which 
may be deducted by financial institutions 
for interest on funds allocable to tax- 
exempt obligations acquired after 1982. 
The portion of funds allocable to tax- 
exempt obligations is deemed to be equiva- 
lent to the ratio of— 

(i) the average annual adjusted basis 
of tax-exempt obligations acquired 
after 1982 and held by the financial in- 
stitutions, to 

(ii) the average annual adjusted 
basis of the financial institution's total 
assets. 


fies that the interest diss lowance rales 
to be applied before the rules requiring 
capitalization of certain preproduction ex- 
penses (new sec. 263A) 


Effective date.—Generally, obligations 
acquired after 1985. Transitional excep- 
tions are provided for— 

(1) Obligations acquired pursuant to 
written commitments to purchase or 
repurchase, entered into before Sep- 
tember 25, 1985, and 

(2) Tax anticipation notes with a 
term not to exceed one year, or bonds 
for public proj financing (not ex- 
ceeding $3 million per issue), which 
notes or bonds are issued between Jan- 
uary 1, 1986 and December 31, 1988 
and acquired by a financial institution 
authorized to do business in the State 
of the bond issuer. Not more than $10 
million of obligations may be designat- 


ed for this pu by any issuer 
during any Calentiae year. 


Effective date.—Generally, obligations 
acquired on or after March 1, 1986. Transi- 
tional exceptions are provided for— 

(1) Obligations acquired pursuant to 
written commitments to purchase or 
repurchase, entered into before March 
1, 1986; and 

(2) Tax anticipation notes with a 
term not to exceed one year, or bonds 
for public proj} financing (not ex- 
ceeding $3 million per issue), which 
notes or bonds are issued between 
March 1, 1986 and December 31, 1988 
and acquired by a financial institution 
authorized to do business in the State 
of the bond issuer. Not more than $10 
million of obligations may be designat- 
ed for this pe by any issuer 
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1X. FINANCIAL INSTITUTIONS—( Continued) 


1D Credit Unions 


FE. Special Rules for Net Operating 
Loss Carryovers of Depository In- 
stitutions 


F. Treatment of Losses on Deposits 
in Insolvent Financial Institu- 
tions 


Present Law 


Credit unions are exempt from Federal 
income tax 


Commercial banks and thrift institutions 
may carry net operating losses back to the 
preceding ten taxable years and forward to 
the succeeding five taxable years. This con- 
trasts with the general rule for other tax- 
payers allowing a net operating loss to be 
carried back to the preceding three taxable 
years and forward to the succeeding 15 
taxable years. 


A loss realized by a taxpayer with re- 
spect to a deposit or account in a financial 


institution is deductible in the year in 
which it is determined that there is no 
prospect of recovery, in the same manner 
as any other type of bad debt logs. Unless 
the deposit was created in connection with 
a trade or business of the taxpayer, the 
loss is treated as a short-term capital loss, 
the deduction of which is limited under the 
le. 


President's Proposal 


House Bill 


Chairman's Proposal 


Repeals tax exemption for credit unions 
having assets of $5 million or more 


Taxable credit unions would be subject to 
the same general tax rules as would apply 
to thrift institutions (e.g., savings and loan 
associations and mutual savings banks). 


Effective date.—Taxable years beginning 
on or after January 1, 1986. 


The special carryback and carryforward 
rules applicable to commercial banks and 
thrift institutions would be repealed. Com- 
mercial banks and thrift institutions would 
carryback and carryforward net operating 
losses under the Generel rule applicable to 
other taxpayers (3-year carryback; 15-year 
carryforward). 


Effective date-—Change applies to net 
operating losses incu in taxable years 
beginning on or after January 1, 1986. Net 
operating losses incurred in earlier years 
would continue to be subject to the rules of 
present law. 


No provision. 


No provision 


Same as President's proposal 


Individuals may elect to deduct losses on 
deposits or accounts in certain types of fi- 
nancial institutions as a casualty loss at 
the time the loss can be reasonably esti- 
mated The election applies only where the 
loss arises as a result of the bankruptcy or 
insolvency of the financial institution 


Effective date.—Loases in taxable years 
after December 31, 1982 


Retain present law 


Generally, the same as the President's 
proposal. Net operating losses incurred in 
taxable years ending after December 31, 
1980 anid ‘betas January 1, 1986 would be 
eligible to be carried forward 8 years 


Retain present law 
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X. FOREIGN TAX PROVISIONS—(Continued) 


A. Foreign Tax Credit (Cont.) 
1. Foreign tax credit limitation 
(Cont.) 
c. Foreign tax credit car- 
ryovers and carrybacks 


d Election to credit or 
deduct foreign tax 


2. Credit for taxes in lieu of in- 
come taxes 


President's Proposal House Bill 


Present Law 


(c) If the per country limitation is adopt- (c) Retain present law. 
ed, extend the foreign tax credit carryover 


period from five to 10 years. 


(c) Foreign taxes in excess of the foreign 
tax credit limitation may be carried back 
two years and then carried forward five 
years. 


(d) The foreign tax credit is elective. Tax- 
payers may deduct foreign income taxes if 
they prefer. However, a taxpayer that 
elects to credit any foreign income taxes 
paid in a particular year may not deduct 
other foreign income taxes paid that year. 


(d) If the per country limitation is adopt- (d) Retain present law. 
ed, permit taxpayers to make the election 
to deduct or to credit foreign taxes on a 


country-by-country basis. 


Effective date.—Generally, taxable years 
beginning after 1985. The 10-year carry- 
over period would apply only to excess 
credits generated after January 1, 1986. 


Effective date.—Taxable years beginning 
after 1985. 


(a) As an alternative to the President's 
per country limitation proposal, a foreign 
tax credit is allowed for gross-basis taxes 
on interest paid to a bank, insurance com- 
pany or other financial institution only to 
the extent of the U.S. tax on the associated 
interest income 


(a) The foreign tax credit is available 
for income, war profits, and excess profits 
taxes paid to a foreign country or a US. 
possession. In certain cases, a tax other 
than an income tax is creditable if it serves 
as a substitute for an income tax. Under the 
overall limitation, U.S. lenders can use for- 
eign tax credits for high gross withholding 
taxes on a loan—the economic burden of 
which may be borne primarily by the bor- 
rower—to reduce the lenders US tax liabil- 
ity on other loan proceeds and other income 


(b) Codify the Treasury regulation that 
denies a foreign tax credit for taxes used 
as a subsidy to the taxpayer or certain re- 
lated persons. 


Effective date.—In general, the provi- 
sions would apply to foreign taxes paid or 
accrued in taxable years beginning after 
1985. The credit limitation for gross basis 
taxes on interest would not apply until 
1989 in the case of foreign taxes imposed 
on interest paid on pre-November 17, 1985 
loans to borrowers in 15 less developed 
countries. 


(b) Under Treasury regulations, a tax is 
not creditable if it is used directly or 
indirectly as a subsidy to the taxpayer or 
certain related persons. 


Chairman's Proposal 


=H 


(c) Retain present law 


(d) Retain present law. 


Effective date.—Taxable years beginning 
after 1986. 


(a) Create a separate foreign tax credit 
limitation for all foreign interest (other 
than related party interest) earned by a 
financial institution that is subject to a 
foreign withholding tax of 5 percent or 
more. 


(b) Codify the regulation to treat direct 
or indirect subsidies, including a subsidy to 
a party to a related transaction, as a re 
duction of creditable taxes. 


Effective date.—In general, the provi- 
sions would apply to foreign taxes paid or 
accrued in taxable years beginning after 
1986. The credit limitation for gross basis 
taxes on interest would not apply until 
1990 in the case of foreign taxes imposed 
on interest paid on pre-November 17, 1985 
loans to borrowers in 15 less developed 
countries. 
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4. Deemed-paid credit 


X. FOREIGN TAX PROVISIONS—(Continued) 


Present Law President's Proposal House Bill 


A US. corporation's share of foreign Same as President's proposal 
taxes paid by a foreign corporation would 
depend on the percentage of the foreign 
corporation's multi-year pool of accumulat- 
ed earnings and profits represented by the 
dividend, including current year earnings 
and profits. The 60-day rule would be re- 
pealed. 

Earnings and profits would be computed 
in the same manner for actual distribu- 
tions and for subpart F inclusions, general- 
ly follcwing the subpart F rules. However, 
the rules for translating foreign currency 
would be modified. 


Effective date.—Taxable years beginning 
after 1985. Future dividends would be 
treated as paid first out of accumulated 
profits of the payor derived after the effec- 
tive date. Dividends in excess of that 
amount would be treated as paid out of 
pre-effective date accumulated profits 
under present-law ordering rules. 


A US. corporation that owns at least 10 
percent of a foreign corporation's voting 
stock and that has dividend income from 
the foreign corporation may generally take 
a “deemed-paid” credit for a share of the 
foreign taxes that the foreign corporation 
paid on the earnings out of which the divi- 
dend is paid. A similar credit applies when 
a 10 percent U.S. corporate shareholder in- 
cludes in income a portion of a controlled 
foreign corporation's undistributed earn- 
ings under subpart F. 

A dividend or subpart F inclusion is con- 
sidered paid first from oernings and profits 
of the current year and then from accumu- 
lated profits of each preceding year. Actual 
distributions made in the first 60 days of a 
taxable year are treated as made from the 
prior year’s earnings and profits. 

Earnings and profits may be computed 
in a different manner for actual dividend 
distributions than for subpart F inclusions. 


Eiveciive date.—Same as President's pro- 
posa 


Chairman's Proposal 


Same as President's proposal, but draw 
taxes and earnings and profits from a 


moving 10-year pool 


Effective date.—Same as President's pro- 
posal, but effective for taxable years begin- 


ning after 1986 rather than 1985 


85 


98 
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X. FOREIGN TAX PROVISIONS—(Continued) 


Item 


3. Income from the sale of 
intangible property 


1. Income derived from sale of 
other personal property 


Present Law President's Proposal House Bill 


Income from sales of intangibles would Source income from sales of intangibles 
have its source at the place of use. (except sales for amounts contingent on 
the use of the intangibles) generally in 
the country of residence of the seller, but 
rovide anti-abuse rules and clarify that no 
ixed place of business exists in a country 
with respect to income which that country 
is barred by treaty from taxing. Source 
income from sales of goodwill where the 
goodwill was developed. 


Effective date.—Generally, taxable years Effective date.—Generally, same as 
beginning after 1985. Transitional rules | President's proposal. Apply transition rule 
would be provided for sales made under | only to sales during 1986 
unrelated party contracts entered into 
before 1986. 


Generally, income from sales of intan- 
gible property is sourced under the title 
passage test described in 1., above. Some 
income from sales of intangible property 
for an amount contingent on the use of the 
property is sourced where the property is 
used. 


(a) Income derived from sales of personal 
property used by the seller in his business 
would be sourced where the property was 


(a) Source recapture income derived from 
sales of personal property used by the 
seller in his business where deductions 
with respect to such property previously 
offset income, to the extent of such deduc- 
tions. Source any sales income exceeding 
previous deductions under rules similar to 
those proposed by the President for income 
from the purchase and sale of inventory- 
type property (in the country of residence 
of the seller) but provide anti-abuse rules 
and clarify that no fixed place of business 
exists in a country with respect to income 
which that country is barred by treaty 
from taxing. 


Generally sourced under the title pas- 
sage rule described at item 1., above 


(b) Income derived from sales of other (b) Same as President's proposal. 
personal property, including passive invest- 
ment property such as securities and com- 
modity futures contracts, would be sourced 


in the country of residence of the seller. 


Effective date. —Generally, taxable years 
beginning after 1985. Transitional rules 
would be provided for sales made under 
unrelated party contracts entered into 
before 1986 


Effective date.—Generally, same as 
President's proposal. Apply transition rule 
only to sales during 1986 


Chairman's Proposal a 


Same as House bill, except: 

(1) effectively connected income earned by 
a foreign person through a U.S. business is 
U.S. source (except for foreign tax credit 
purposes), and 

(2) for U.S. persons, sales involving for- 
eign material participation would yield for- 
eign source income (if such income is sub- 
ject to more than a de minimis amount of 
foreign tax) 


Effective date.—For U.S. persons and 
controlled foreign corporations, taxable 
years beginning after 1986. For other for- 
eign persons, transactions entered into after 
March 18, 1986. 


(a) For recapture income, same as House 
bill. For gain in excess of recapture 
income, present law is retained 


(b) Residence of the seller, except: 

(1) gain from stock sales would be 
foreign source to the extent subject to 
U.S. tax at ordinary income rates 
(under sec. 1248), 

(2) for US persons, sales involvin 
foreign material participation woul 
yield foreign source income (if such 
income is subject to more than a de 
minimis amount of foreign tax), and 

(3) effectively connected income 
earned bya foreign person through a 
U.S. business would be US. source 
(except for foreign tax credit purposes) 


Effective date-—For US. persons and 
controlled foreign corporations, taxable 
years beginning after 1986. For other for- 
can persons, transactions entered into after 

arch 18, 1986 
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X. FOREIGN TAX PROVISIONS—(Continued) 


6. Other offshore income and 
income earned in space 


7. Dividend and interest income 


Present Law 


Generally, treated as foreign source 
income me taxpayers treat certain 
space-related income as U.S. source 
income. 


(a) Generally sourced in the residence 
country of the payor (in the case of a cor- 

ration, its country of incorporation). 

owever, if a U.S. corporation earns more 
than 80 percent of its income from foreign 
sources (such a corporation is known as an 
“80/20 company)”, dividends and interest 
paid by the corporation are treated as for- 
eign source income. 


(b) Present law effectively exempts from 
U.S. tax some categories of interest income 
when earned by foreign persons (for exam- 
ple. interest earned on U.S. bank deposits) 

y treating the income as foreign source. 


President's Proposal 


House Bill 


No provision 


(a) Repeal the exceptions to the general 
source rules for interest and dividends paid 
by 80/20 companies. 


(b) Retain the present law exemptions 
but restructure some of them (including 
that for U.S. bank deposits) as overt ex- 
emptions and treat the interest subject to 
the restructured exemptions as US 
source. 


Effective date.—Generally, taxable years 
beginning after 1985. The modification of 
the source rule for interest paid by 80/20 
companies would apply to interest paid on 
debt obligations incurred after January 1, 


1986. 


Source other offshore income and income 
earned in space in the recipient's country 
of residence. Treat U.S.-controlled foreign 
corporations as U.S. residents for purposes 
of this rule. 


Effective date.—Taxable years beginning 
after 1985. 


(a) Apply the general source rules to 
dividen pe by 80-20 companies (ie., 
treat as U.S. source). Treat interest paid by 
80/20 companies as foreign source for with- 
holding purposes, to the extent that the 
companys income is derived from foreign 
sources in the active conduct of a trade or 
business outside of the United States. How- 
ever, treat as U.S. source interest paid to 
related persons by a foreign-controlled 80- 
20. For foreign tax credit purposes, treat 
interest as U.S. source, unless the income 
is connected with an active financing busi- 
ness of an unrelated U.S. payee conducted 
outside the United States. 


(b) Same as President's proposal. 


Effective date—Same as President's pro- 
posal, with a targeted transitional rule. 


Chairman's Proposal 


Same as House bill 


Effective date.—Taxable years beginning 
after 1986. 


(a) For foreign payees, follow President's 

pone! as modified by House bill. For 
te ees, retain present law but adopt 
hook Ahioush rules to ensure that the US. 
source portion of the dividend and interest 
is subject to US. tax 


(b) Same as President's proposal 


Effective date. —Taxable years beginning 
after 1986 
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X. FOREIGN TAX PROVISIONS—(Continued) 


U.S. Taxation of Income Earned 
Through Foreign Corporations 
1. Tax haven income subject to 
current tax 
a. Tax haven income gener- 
ally 


Present Law 


President's Proposal 


House Bill 


Chairman's Proposal | 


(aX1) In general, no current U.S. tax ap- 
plies to the foreign income of a foreign 
corporation, and a U.S. investor in a foreign 
corporation is taxed only when income is 
distributed to him. However, the deferral 
of U.S. tax on the income of U.S..owned 
foreign corporations does not apply to cer- 
tain kinds of income that are suited to tax 
haven operations. Under the Code’s sub- 
part F rules, when a U.S.<ontrolled for- 
eign corporation earns this tax-haven 
income, the United States will generally 
tax the corporation's 10-percent U.S. share- 
holders currently. 

Subpart F income includes foreign per- 
sonal holding company (FPHC) income, 
consisting generally of several types of pas- 
sive income. Some passive income is not in- 
cluded in FPHC income, however 


(2) Subpart F income also includes foreign 
base company shipping income (which ex- 
cludes shipping income reinvested in ship- 
ping operations). 


(3) Subpart F income does not generally 
include interest, dividends, and securities 
gains earned by banks. This banking ex- 
ception applies to some corporations that 
are not bona fide, active banks. 


(aX1) None. 


(2) None. 


(3) None. 


(aX1) Add the following types of passive 
income to FPHC income for subpart F pur- 
poses: 
(i) gain from the sale of any proper- 

ty that gives rise to passive income 
(not limited to stocks and bonds as 
under present law); 

(ii) income from commodities trans- 
actions generally (subject to exceptions 
for hedging transactions and for active 
producers, processors, merchants, or 

andlers of commodities); 

(iii) (with a business needs exception) 
foreign currency gains generally; and 

(iv) passive leasing income generally 

The exclusion from FPHC income of cer- 
tain payments from related persons in the 
same foreign country would be limited by a 
look-through rule that takes into account 
the FPHC income of related party payor 

Tax currently income from rents and 
royalties routed through a related party in 
a country that is neither the country of 
creation nor of use. 

(2) Repeal the reinvestment exception so 
as to tax shipping income currently. 


(3) The subpart F banking exception is 
repealed 


(aX1) Generally retain present law, but 
add the following types of passive income 
to FPHC income for subpart F purposes: 

(i) gain from the sale of property un- 
less it produces income that is not pas- 
sive income, 


(ii) same as House bill; 


(iii) same as House bill; 


(iv) same as House bill 
Same as House bill 


Retain present law 


(2) Retain present law 


(3) Same as present law, except provide 
that the banking exception from subpart F 
applies only to bona fide, active banking 
operations. 
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X. FOREIGN TAX PROVISIONS—(Continued) 


Present Law President's Proposal House Bill Chairman's Proposal | 


d. Possessions corporations (d) A corporation chartered in a U.S. pos- 
session with at least 80 percent of its income 
derived in the possessions and no more 
than 50 percent of its gross income from 
passive investments is not treated as a con- 
trolled foreign corporation; thus US. tax 
on its tax haven income is deferred 


(d) This exception to the anti-tax haven 
rules would be repealed. 


(d) Same as President's proposal (d) Same as President's proposal 


Effective date. —Taxable years beginning 
after 1985. Under a transition rule, deficits 
in earnings and profits accrued, and prop- 
erty acquired, in taxable years beginning 
before 1986, would be exempt from the ap- 
plication of the anti-tax haven rules that 
would otherwise result from the repeal of 
the exception for corporations chartered in 
the possessions. 


Effective date.—Taxable years beginning 
after 1986. Under a transition rule, deficits 
in earnings and profits accrued, and U.S. 
property acquired, in taxable years begin- 
ni betore 1987, would be exempt from the 
application of the anti-tax haven rules that 
would otherwise result from the repeal of 
the exception for corporations chartered in 
the possessions. 


Ejective date.—Same as President's pro- 
posal. 


The accumulated earnings tax (AET) and Same as House bill. 
personal holding company (PHC) tax are 
Imposed on corporations that accumulate 
earnings rather than distributing them to 
their shareholders. The taxes are im 

on “accumulated taxable income” and ‘“‘un- 
distributed personal holding company 
income,” respectively. Those amounts are 
calculated by making several adjustments 
to the regular taxable income of a corpor- 
tion, including deductions for capital gains 
(and certain capital losses). 


For purposes of calculating the AET or 
PHC tax applicable to a foreign corpora- 
tion, allow an adjustment for net capital 
gains only if they are effectively connected 
with the conduct of a U.S. trade or busi- 
ness. 


2. Application of accumulated 
earnings tax and personal 
holding company tax to for- 
eign corporations 


Effective date.—The amendments would 
apply to gains and losses realized on or 
after November 16, 1985. 


Effective date.—The amendments would 
apply to gains and losses realized on or 
after March 1, 1986. 
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Item 


Present Law 


X. FOREIGN TAX PROVISIONS—(Continued) 


President's Proposal 


House Bill 


Chairman's Proposal 


c. Wage credit 


(c) No provision 


(c) The credit for wages paid by manufac- 
turing establishments in the possessions 
So equal 60 percent of wages up to the 
Federal minimum wage (currently $6,968 
on an annual basis), plus 20 percent of 
wages in excess of the minimum wage, u 
to four times the minimum wage ($24,872 

r annum). The maximum credit would 

120 percent of the minimum wage 
($8,361.60 per annum). Wages that are 
credited would not be deductible from 
E= income. The wage credit would not 

refundable, but could be carried forward 
15 years and used to reduce tax on income 
from outside the possessions. 


US. companies that elect the wage 


credit would be subject to the following 
rules: (1) possession taxes would not be eli- 
gible for the foreign tax credit, but instead 
would be deductible; (2) all income would 
be taxed currently; (3) dividends paid by 
possession corporations to U.S. affiliates 
would be treated as U.S. corporate divi- 
dends (eligible for the dividend-received de- 
duction); and (4) property used in the pos- 
sessions would be eligible for incentive de- 
preciation (CCRS). 


Effective date-—The wage credit would 
be available for taxable years beginning 
after 1985. 


(c) Retain present law 


(c) Retain present law 
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X. FOREIGN TAX PROVISIONS—( Continued) 


Item 


a. U.S. Virgin Islands (Cont.) 


6. Guam, the Northern Mari- 
ana Islands, and American 
Samoa 


Present Law 


(3) An “inhabitant” of the Virgin Islands 
pays tax to the Virgin Islands on its world- 
wide income, but pays no U.S. tax. Certain 
corporations qualify for inhabitant status, 
including some US. corporations 


(4) A VI. corporation is not subject to 
the U.S. 30-percent withholding tax on pas- 
sive income so long as it meets criteria de- 
signed to prevent the use of V.I. corpora- 
tions as conduits for third-country resi- 
dents: the VI. corporation must less 
than 25 percent foreign-owned and earn at 
least 20 percent of its income from V.I. 
sources. 


(bX1) U.S. law requires that Guam use 
the Code as its local tax code. (See general 
description of the mirror system of tax- 
ation at a., above.) Individual residents of 
the United States or Guam need file a tax 
return only with the place where they re- 
sided on the last day of the year. Guamani- 
an corporations are not subject to the US. 
30-percent withholding tax, except Guama- 
nian corporations that foreign persons may 
use as conduits (under the rules that appl 
to V.I. corporations). The Commenivenit 
of the Northern Mariana Islands (CNMI) is 
required to use the mirror system in basi- 
cally the same way as Guam. The latter 


treatment generally began on January 1, 
1985 


(2) Interest income on U.S. obligations 
held by the Bank of Guam is treated as ef- 
fectively connected with the conduct of a 
US. trade or business. 


President's Proposal 


House Bill Chairman's Proposal 


(3) Repeal the V.I. inhabitant rule 


(4) Amend the rules that prevent foreign- 
ers from usi V.I. corporations as con- 
duits to avoid the U.S. 30-percent withhold- 
ing tax by substituting a requirement that 
65 percent of a corporation's income be ef- 
fectively connected with a trade or busi- 
ness in a possession or in the United 
States, in place of the 20-percent source of 
income requirement in current law. 


Effective date.—Taxable years beginning 
after 1985. 


(b\1) Grant Guam and the CNMI full au- 
thority to determine their own income tax 
laws. This treatment would place them on 
a par with American Samoa. Require that 
Guam and the CNMI implement tax sys- 
tems that would raise at least as much rev- 
enue as their current mirror systems. Resi- 
dents of Guam and the CNMI who received 
income from outside those possessions 
would have to file U.S. tax returns. The 
United States would collect the tax on that 
non-possession income, but would transfer 
the money to the possession where the tax- 
paver resided. For the purpose of the U.S. 

0-percent withholding tax, the proposal 

would modify the anti-conduit rule for 
Guam and the CNMI in the same way as 
proposed for the Virgin Islands. 


(2) No provision. 


(3) Same as President's proposal (3) Same as President's proposal 


(4) Same as President's proposal (4) Same as President's proposal 


Effective date.—Generally same as House 
bill, except that repeal of the VI. inhabitant 
rule would apply to all open years. If an 
implementing agreement is not in place 
within one year after enactment, Treasury 
shall report on the status of negotiations 


Effective date—Generally, same as 
President's proposal, but certain provisions 
are contingent upon implementation of a 
US.-V.1. agreement to coordinate the U.S.- 
VI. tax systems. 


(bX1) Same as President's proposal (bX1) Same as President's proposal 


(2) Provide that interest income on US. (2) Same as House bill 
Government obligations held by the Bank of 
Guam will be treated as not effectively 
connected with the conduct of a U.S. trade 


or business 
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Item 


1. Foreign Sales Corporation 
(FSCs) 


5. Private sector earnings of 
Americans abroad 


6. Transfers of intangibles to re- 
nee parties outside of the 
1S. 


X. FOREIGN TAX PROVISIONS—(Continued) 


Present Law 


President's Proposal 


House Bill 


Chairman's Proposal 


The United States limits its tax on quali- 
fied income from exports when the export- 
er uses a ‘'FSC'’—a Foreign Sales Corpora- 
tion. The FSC rules reduce taxable income 
by 16 percent of export income (15 percent 
for corporate shareholders). The Domestic 
International Sales Corporation (DISC) 
rules provide a similar benefit but only on 
the income from $10 million in export 
sales. 


US. citizens (other than U.S. Govern- 
ment employees) who live and work abroad 
and who satisfy certain physical presence 
or bona fide foreign residence tests may ex- 
clude from gross income their foreign 
earned income up to $80,000 per year, and 
may also exclude their foreign housing 
costs that exceed a base amount. The 


$80,000 ceiling on excludable foreign 
earned income is scheduled to increase 
$5,000 each year pesinning in 1988, up to 


$95,000 for taxable years inning in or 
after 1990. This schedule reflects a Deficit 
Reduction Act of 1984 freeze of the in- 
creases, which the Economic Recovery Tax 
Act of 1981 had scheduled to begin in 1984 


Transfers to related foreign corporations 
as licenses or sales are subject to an 
“arm's-length” price standard. Uncertainty 
exists regarding what transfeia are appro- 
piste to treat as ‘‘arm’s-length’” compara- 

les and regarding the significance of prof- 
itability, including major changes in profit- 
ability of the intangible after the transfer. 


Transfers to related foreign corporations 
as contributions to capital require the 
transferor to recognize annually, as U.S. 
source income, amounts that would have 
been received under an agreement provid- 
ing for payments contingent on productivi- 
ty, use, or disposition of the property 


Special rules apply for transfers to relat- 
ed US. jons corporations (see Pos- 
sessions Tax Credit, above) 


None 


No provision. 


Change FSC rules to exempt 14 percent 
of export income (13 percent for corporate 
shareholders). Make corresponding changes 
to DISC rules. 


Effective date —Generally, taxable years 
beginning after 1985 


fareiga earned 
sion ceiling to $75,000. 


Effective date.—Taxable years beginning 
after 1985. 


Payments with respect to intangibles 


transferred to a foreign related party must 
be commensurate with the income attribut- 
able to the intangible. This standard also 
applies to determine the minimum pay- 
ment with respect to intangibles trans- 
ferred to a related U.S. possessions corpo- 
ration that elects the cost-sharing option. 


Effective date.—For transfers from U.S. 
persons to foreign related parties, the bill 
apple to transfers after November 16, 
x 5 in taxable years ending after that 

ate 


For transfers to U.S. possessions corpora- 
tions that elect the cost-sharing option, the 
bill applies for taxable years beginning 
after ember 31, 1985 


Retain present law 


Retain present law. 


Retain present law 
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X. FOREIGN TAX PROVISIONS—(Continued) 


Item 


Foreign Taxpayers 
1. Branch-level tax 


2. Retain character of effective- 
ly connected income 


3. Tax-free exchanges by expa- 
triates 


Present Law 


Foreign corporations are subject to U.S. 
corporate-level tax on income effectivel 
connected with a US. trade or business 
shareholder-level tax also is imposed on 
some foreign corporate earnings: a 30-per- 
cent gross withholding tax applies to a pro 
rata portion of dividends paid by a fore 
corporation if more than 50 percent of the 
corporation's income over a_ three-year 
period is effectively connected with a US. 
trade or business. A similar withholding 
tax applies to interest ents by foreign 
corporations. The withholding taxes are re- 
duced or eliminated under a number of 
U'S. tax treaties. Some countries substitute 
a branch-level tax for a direct shareholder- 
level tax on domestic source earnings of 
foreign corporations. 


The United States taxes foreign persons’ 
income that is effectively conn with a 
U.S. trade or business on a net basis at 
graduated rates, in the same manner that 
it taxes the income of U.S. persons. For- 
eign persons may not be subject to U.S. tax 
if they receive income that was earned by 
a US. trade or business in a year after the 
trade or business has ceased to exist (e.g, 
by selling property and recognizing the 
gain on the installment basis). 


A US. citizen who gives up citizenship 


for a principal purpose of avoiding U.S. tax 
will generally continue for a period of ten 
years to be taxed as a citizen on US. 
source income, but not foreign source 
income. U.S. source income for this pur- 
pose includes gains from sales of U.S. prop- 
erty. Tax-avoidance expeleinis may be 
able to avoid tax by making a tax-free ex- 
change of US. property for foreign proper- 
ty. 


President's Proposal 


House Bill 


Chairman's Proposal 


Repeal the withholding taxes on divi- 
dends and interest paid by foreign corpora- 
tions. Replace the dividend tax with a tax 
on remitted profits of U.S. branches of for- 
eign corporations. Replace the interest tax 
with a tax on foreign corporations’ interest 
payments that are allocable to U.S. branch 
operations. In both cases, tax would be im- 
posed at a 30-percent rate, or at any lower 
treaty rate that would apply to direct-in- 
vestment dividends paid to the foreign cor- 
poration. Tax woulit not be im when 
existing U.S. treaties prohibit a tax on 
branch profits—some argue that a number 
of existing treaties do so. 


Effective date.—Taxable years beginning 
after December 31, 1985. 


Generally follows President's proposal, 
overriding treaties to the extent they allow 
treaty-shopping. In the case of countries 
with treaties that now allow a U.S. with- 
holding tax, but not the branch profits tax, 
retain present law. Allow a credit against 
a U.S. company’s US. tax for any branch 
level tax imposed on a foreign corporation 
owned by the U.S. company on receipt of a 
dividend from the foreign corporation 


Effective date. —Generally, taxable years 
beginning after 1985. 


Provide that income or gain will be 
treated as effectively connected with a US 
trade or business if it is attributable to an- 
other taxable year and would have been so 
treated if it had been taken into account in 
that other year. 


Effective date.—Taxable years beginning 
after 1985. 


Apply the tax-avoidance expatriate rules 
to gains on the sale of property the basis of 


which was determined by reference to 
property located in the United States, 
stock + US. corporation, or a debt obli- 
gation of any US. person 


Effective date.—The rule would apply to 
sales of property acquired in tax-free ex- 
changes after September 25, 1985 


Generally follows President's proposal, 
overriding treaties to the extent they allow 
treaty shopping. In the case of countries 
with treaties that now allow a US. with- 
holding tax, but not the branch tax, retain 
present law (unless treaty shopping occurs, 
in which case impose the withholding tax). 


Effective date.-—Taxable years beginning 
after 1986. 


Same as House bill, but treat the removal 
of business assets from U.S. jurisdiction as a 
disposition, with basis step-up for business 
assets brought into the United States. 


Effective date.-—Taxable years beginning 
after 1986 


Same as House bill 


Effective date.-—The rule would apply to 
sales of property acquired in tax-free ex- 
changes after March |, 1986 
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5. 


6. 


7. 


X. FOREIGN TAX PROVISIONS—(Continued) 


Item 


Foreign investment in U.S. 
business assets (Cont.) 


c. Collection of FIRPTA tax 


d. Gain on the liquidation of 


U.S. corporations 


e. Shared-appreciation and 
participating loans 


f. Treaty interaction 


Withholding tax on interest 
paid to foreign persons 


Reporting by foreign-con- 
trolled U.S. corporations 


Present Law President's Proposal House Bill Chairman's Proposal 


(c) Adopt the present law withholding 
rovisions for the collection of the tax on 
oreign persons’ gains on the disposition of 
U.S. real property interests for this pur- 
pose. 


(c) Withholding rules are provided to col- (c) No provision. (c) No provision. 
lect U.S. tax due from the disposition by 
foreign persons of U.S. real property inter- 


eats. 


(d) With limited exceptions (for example, 
certain recapture items), the United States 
does. not tax corporations on distributions 
of appreciated property in complete liqui- 
lation. 


(d) No provision. 


(d) No provision. 

(d) Tax gains on liquidations of foreign- 
controlled U.S. corporations and distribu- 
tions in liquidation of U.S. trade or busi- 
ness assets of foreign corporations. 


(e) Clarify that a payment of interest con- 
tingent on appreciation of property whose 
disposition by the recipient would be tax- 
able constitutes a taxable disposition of the 
property. 


(e) Present law is unclear regarding to 
what extent the receipt of a debt payment 
that is contingent on appreciation of tax- 
able property constitutes a taxable disposi- 
tion of the property (rather than an inter- 
est payment). 


(f) FIRPTA overrides U.S. income tax 
treaties as of January 1, 1985. 


(e) No provision. (e) No provision. 


(f) No provision. (f This new capital gains tax would yield 
to treaties when the foreign transferor is a 


bona fide treaty country resident. 


Effective date.—Taxable years beginni 
after 1986. - 


The United States taxes the worldwide 
income of U.S. persons on a net basis. The 
United States also taxes on a net basis 
income of foreign persons that is effective- 
ly connected with a U.S. business. Some 
U.S. source investment income of foreign 
persons, including certain interest, that is 
not effectively connected with a U.S. busi- 
ness is subject to a flat 30-percent U.S. 
withholding tax. The law provides a 
number of exemptions from this tax for in- 
terest: for example, portfolio interest, in- 
terest pa on US. bank deposits, original 
issue discount on short-term obligations, 
and income of foreign ernments from 
passive investments in the United States. 
Also, many US. income tax treaties reduce 
or eliminate the withholding tax on inter- 
est. 


Impose a 5-percent withholding tax on 
interest paid and original issue discount 
accrued by U.S. persons with respect to ob- 
ligations held by be persons that are 
issued after the date of enactment. Exempt 
from the tax interest paid on bank account 
deposits, and interest paid to foreign cen- 
tral banks. Retain present law for interest 
subject to the ssriey J statutory withhold- 
ing tax at either the full 30-percent rate or 
at a reduced treaty rate, to the extent that 
any reduced hart rate exceeds the rate of 
the new tax. Until 1992, the new tax would 
yield to treaties when the foreign holder of 
the obligation is a bona fide treaty country 
resident. After 1991, bona fide treaty coun- 
try residents would be taxable. 


Effective date. —Interest paid on obliga- 
tions issued after date of enactment. 


Foreign-controlled U.S. corporations are 
requi to report transactions with relat- 
ed foreign corporations. 


Require foreign-controlled U.S. entities to 
report transactions with all related foreign 
persons, whether or not a corporation. 


Effective date —Taxable years beginning 
after 1986. 
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X. FOREIGN TAX PROVISIONS—(Continued) 


Item 


F. Foreign Currency Exchange Gain 
or Loss 
1. Foreign currency transac- 
tions 
a. Functional currency con- 
cept 


6. Recognition of gain or loss 
on financial assets and li- 
abilities 


c. Current accrual of anticl- 


pated exchange gain or 


loss 


d. Character 


e. Hedging transactions 


2. Foreign currency translation 
a. Translation method 


Present Law 


“functional currency’’ of a business 
entity—the currency of the economic envi- 
ronment in which it operates—is used as 
the reference point in determining ex- 
change gains and losses. The functional 
currency concept is not embodied in 
present law. 


(b) In many instances, present law is un- 
clear regarding the timing of recognition of 
exchange gains or loases derived from for- 
eign currency denominated financial assets 
or liabilities. 


(c) No provision. 


(d) No provision. 


(e) No provision. 


(a) The Code does not prescribe rules for 
determining when and how the results of 
foreign operations involvi transactions 
a socign currencies hh to be reported for 

SS. tax purposes. ie taxpayer ma 
choose among several recognized fiethioda 
of translating results of foreign operations, 
which methods may produce substantially 
different U.S. tax consequences. 


President's Proposal 


(a) Similar to the financial accounting 
rules, the determination of whether ex- 
change gains or losses must be recognized 
on a transaction-by-transaction basis, or in 
the aggregate on an annual basis, would be 
determined on the basis of a business enti- 
ty's functional currency. 


(b) For financial assets or liabilities de 
nominated in a currency other than an en- 


, exchange gain 
exchange rate 


tity’s functional curren 
or loss would arise if t 
fluctuates between the date the item is 
taken into account for tax purposes and 
the date it is paid. 


(c) For a financial asset or liability that 
provides for fixed or determinable pay- 
ments, “anticipated” exchange gain or loss 
would be accrued currently, under rules 
similar to the present-law rules that test 
the adequacy of interest on installment ob- 
ligations by reference to the yield on U.S 
Government securities. 


(d) All exchange gain or loss would be 
treated as an increase or decrease in inter- 
est income or expense. 


that offsets the risk of exchange rate fluc- 
tuations with respect to a financial asset or 
liability would be recognized on an accrual 
basis, and characterized and sourced con- 
sistent with the treatment of the hedged 
item. 


(a) A business entity that uses a func- 
tional currency other than the US. dollar 
would be required to use a profit-and-loss 
translation method. Generally, a single set 
of rules would be provided for branches 
and subsidiary corporations. 


House Bill 


(a) Same as President's proposal. 


(b) Same as President's proposal. 


(c) To the extent provided in regulations, 
excha gain or loss would be currently 
accru in the case of certain hedging 
transactions 


(d) Exchange gain or loss would be treat- 
ed as interest income or expense, except as 
provided by statute or regulations. 


(e) The scope of the hedging rule for ex- 
change gain or loss and the hedging ex- 
emption under the tax straddle rules 
would be conformed, without a special rule 
for banks for either purpose. 


(a) Same as President's proposal. 


Chairman's Proposal 


(a) Same as President's proposal. 


(b) Same as President's proposal; it 
would be clarified that exchange gain or 
loss arises on the settlement or other dis- 
position of foreign currency forward or fu- 
tures contracts or similar contracts that can 
be used to hedge that are not marked-to- 
market under section 1256. 


(c) Same as House bill, but add a statutory 
rule to prevent overstatement of deductions. 


(d) Same as President's proposal, except 
as provided in regulations. 


(e) Same as House bill, except it would 
be clarified that the hedging rule for ex- 
change gain or loss does not require that 
the transaction be entered into in the 
normal course of business and generate 
only ordinary income or loss 


(a) Same as President's proposal. 


105 


801 


‘9861 Jaye Buruutseq siw0k 
ajqexe} 40) Ajpeiauer— ayop anijoaf/q 


‘yesodoid 8 juapiseig BB aUIEG (Pp) 


94} YI Ul IBEX OY} 404 1UIBa 07 9[qQBd 
-dde ay81 a8ueyoxe a3e1ea8 poyysiam ayy 
78 peyejsues) aq pinom xe} yey) Jo punjas 
8 pus xB) B 4da0xe ‘|[1q aeNOY BB BUIEE (2) 


‘@01N08 ‘G'/) 8B pazwes] aq 
P[nom 41 ‘suolje;nZes ul pepiaoid se ydaoxa 
‘paaysuy @UWIOOUI YONs 0} pezBI0] |B 40 aUIOOUI 
aoinos-ufiaioy jayseq aye1edes se payee, 
you p[nom sa0uK}}IWas UO B80] JO UTES 
Sdieuane qdaoxa ‘|[1q asnoy] se auleg (q) 


jesodoig §8,uBwaIBYy) 


‘986 ‘I Aaenusr seye paxinout 89171 
-[!qel] 40 pouinbow sjaeee [BIOUBULy 10j BAI} 
-@J@ 9q P[nom syesodoid 94) ‘suotjesUBI) 
Jog 9861 ‘| Arenuep aye Suruutfeq seek 
a[quxe) soy ‘Ajpeseue_—ayop anrjaf/7 


“CRI J8ye 
Sujuurseq srwak o[qexe,— ap 2n1j00//q 


“eoes0| pus sured 
ay81 a8uByoxe pezipeeiun yee 0} poysnt 
-pe ‘1BeX ay} 10) 9381 a8uBYyoKe eSvi0A8 UB 
78 poyeisuBs) are eq ‘pusplarp q pedqns 
B JO O88 04} U] ‘UOIQNGLISTP jo aep oy 
uo ee Ul 8781 BBuBYIKE oY) 48 poEisuBI} 
ame dea Sit ad jenqoe ue jo oseo 
94} Uy] ‘AreIpisqns umiel0y ey Aq pours 
Sem QUIOOUT 94} YoTyM UT poLled ayy 410; 
2781 OBB19A8 UB 48 pPo}E[sUBI} BIB GUIOOUI Y 
yedqng 07 pedeos yim pred peuisep sexe} 
usiei0g “M8] e880 JepuN ‘ydie0e1 jo ayep 
ey) UO e781 efuBYyoXe ay} 48 poyeysuBs) 
Ajyes90ue8 e178 pueplarIp ey) jo junoure 
94} pue sexe) usiei0j ‘seodind sty} 104 
‘((.dBa,,) MYyod paw aduruseo Pdepialany bed 
ey) pue ‘pueplarp 943 jo juNOUTe ey} ‘ 
-Ipleqne ayy Aq pred sexe) uste10) ay) yUNOD 


*(pAOgB '9°7 
908) JIpe1d We1Ip ayy jo sesodind 410; Ajdde 
78y) sejni oures ey} 07 pelqne aq pjnom 
sjuauysnipy ‘aulooUl sounoe-uMeI0) Jeyseq 
ayeiedee 8B paj8el, eq pinom (peuise 
reok 9y} 10) 9781 J1J0}s1y 94} UO posEq) 
peynqiuysip s#urusea 94} 0} yedse1 YZLM 
seo] Jo ures afueyoxg ‘9781 JUaLIND oY} 
ae 49yj81 Aistpieqns ey} Aq penisow 10 
pred Ajjenqoe ajep ay) UO Pee Ul a781 Jy} 
78 poze|suBs; oq pjnom sexe) usIdI0,] (Pp) 


‘goxe) UFIes0) pus ‘s}101d pue asulureS 
‘aorNquysip pemeep 10 UOIYNGLySIp ayy 
10J (UOIINGLIYSTp peulesp & JO ese 94) UI 
489A 9Y} 10} 9381 ABuByoxe o3es0A8 ay) 10 
‘UOTINGLIASIp JO BBP GY} UO 781 OY}) oVeI 
efueyoxe uowUI0D 8 Buren Aq poynduios aq 
P[nom 71pe1d xe} UBeI0J WeuIpul ey], (P) 


-I8 OJU! B9RS} 3BY) B[NULIO B JopuN pour 
JEP M 7IPsid Peurpul 9y} jo yUNOUTE By] 
‘awoout 4 Uedqng jo suotNquystp peweep 
 pedser yim pus ‘Areipreqne use 
-10} 8 W1O1J PeAtooes bi dai dl 0) pedses 
yjl« pred peusep sexe) ufiel0y 10) su0l}e1 
-ods09 “g'7f] 04 pomol[e s yTperd Xe} Vy (P) 


A ‘quounsn(pe 

JO Ep ey} uo Peo ul ae e#uBYoXe 24) 

78 poyejsuel) o1u xe} UBIO} B 0} s}UOWI 

4snfpy ‘pred ojyep ey} uo oj81 eSueyore 

9y) 78 G8XG) oY} o7B[eUBI] A|;B190Ue3 BaXed 

-xB) ((YouBIq B@ YBno1Y4) * oe) Soe peau 
1910) 104 (9) 


-ep euiooul uo pred sexe) 

‘peziuB00e1 61 B80] 10 uTeZ 
a8usyore Aue e10joq Paleaodes A][Ny #1 (eR! 
deo sayjeym pue ‘feyideo youeig 07 suo} 
-nquju00 ~pue sf#ulusee pexe)-Ajsnotacid 
u9eMjaq S80UBIIWEL JO UOIWBOO]|B oy} But 
-pue8ai seajoun SI MB] JUeeAIY ‘880] 10 UIBD 
afuByore 9yB[Nd[eo 0} Jepso ul pauUTUte, 
-ap aq yenul JUNOUTY s890xe ay} JO sIseq 47 
‘yyoud 8.1894 yUaiINd ayy JO sBa0Ka UI AD 
-UaLIND HIW9as YOUBIG UFIaIO} B UAY AA (q) 


‘quaulysnipe ay] jo aap 
94} UO Wee UI aye1 ay) 18 pozyBysuBI) oq 
Pinom muewyen(pe 4941 ‘pred Ajjeursi0 
sem XB} ay} U2YM Paya UI aye 2 xe 
ay) 718 peye[suBs3 aq pinom punjal y (9) 


‘yep juauAed ayy 
uo Pee Ul 9381 BBuBYyIxAa 9y) 48 payeisuBly 
eq Pp[nom xe} UsIs10) poulWezeper y (9) 


“youBig usia10j 943 Ul JUaUIABeAUI 
48|[0P ‘Sf 8,J0ABdxe] B JO B8a0xKe UI saEBO] 
youwsg J0J uol~Npep B apnideid 04 papta 
id aq pjnom seyny ‘euOOU! ad1n0s-uMaI05 
qeyseq ayeiedes se Bal} 8q p[nom pus 
‘aSurusea seed J0LId jo yno sIseq 8781 Od 
8 UO apBul ale sa0UB}}IWIel yBY4) Bulumns 
-ge Aq paululiajap ‘seoueyjziwies uo paziu 
-B0991 aq p[nom sso] 10 uIB# aZuBYyoX| (q) 


“peziuSo0e1 aq pjnom 
S20UB}}IUa1 UO BeBB0] 10 sUuIes afuBYyoKa 
@10jaq Pe19A00e1 9q PjnoM youBIg UsT1aI0, 
B Ul sIseq JBIjOp B.JaAedxe) Y ‘diysiouzp 

8 woly sUuOTNgiysIp Yee jo yuaUIBweI, 
ay} 07 snoSojeus SI yey) JeUUBW & UI peziU 
-B0001 aq pynom syyosd yUaIIND JO sB90Ke Ul 
890UB}}IlUa1 UO B80] 10 UIBZ aZuBYyoK (q) 


Mey] JUs8IIY 


jesodoig 8,)U2pisaig 


li! 98n0H 


FBP PANIIA 'f 


SH} 
-pasd x0 ubjasoy Joaupuy Pp 


97)pas2 xDy ubjasoy JI01IqT 9 


saeso] 
pup saounjyjjwas younig 9 


wai] 


XI. INSURANCE PRODUCTS AND COMPANIES 


A. Insurance Products 
1. Life insurance products 


a. Inside buildup 


6. Policyholder loans and 
partial withdrawals 


c. Exclusion for interest on 
installment payments of 
life insurance proceeds 


Present Law 


(a) The cash value of a life insurance 
policy earns interest (‘inside buildup’) 
that is credited to the account of the pol- 
icyholder and is not taxed as current 
income to the policyholder. This income is 
never taxed if the proceeds of the policy 
(including income credited to the policy) 
are paid to the policy's beneficiary after 
the death of the insured. 

Taxation of the inside buildup is only de- 
ferred to the extent that a policy is not 
cashed in (or surrendered) in exchange for 
its cash surrender value. 


(b) Life insurance policies often permit 
the policyholder to borrow up to the cash 
surrender value of the policy. Until repaid, 
the policyholder loan reduces the proceeds 
payable to the policyholder in the event of 
a surrender of the policy or to the benefici- 
aries in the event of the death of the pol- 
icyholder 

Under present law, policyholder loans 
generally are treated as loans and not as 
withdrawals from the policy. Interest paid 
on policyholder loans generally is deducti- 
ble by the policyholder even though the 
policy's inside baldup has not been includ- 
ed in taxable income. 

No deduction is allowed for amounts 
paid or accrued on indebtedness incurred 
or continued to purchase or carry a single 
premium life insurance contract. 


(c) A beneficiary of a life insurance 
policy may receive installment payments 
of the proceeds of the policy. Amounts in 
the nature of interest (up to $1,000 annual- 
ly) on the unpaid proceeds of the policy 
paid to the surviving spouse of the insured 
are not included in the spouse's income. 


President's Proposal 


(a) A life insurance policyholder would 
annually include in income any increase in 
the excess of the policy's cash surrender 
value over the investment in the contract 
during the taxable year. 

Policyholders with variable life insur- 
ance policies would be taxed on a propor- 
tionate share of realized gains and other 
income earned on assets of the separate ac- 
count underlying the variable policy. 


Effective date.—The proposal would be 
effective after December 31, 1985, for 
inside buildup credited to policies issued on 
or after the date of committee action. For 
policies issued before the date of committee 
action, inside buildup would continue to be 
exempt from tax to the extent the death 
benefit is not increased above the sum of 
the death benefit on the date of committee 
action and any additional death benefit re- 
quired for the policy to continue to qualify 
as a life insurance contract for purposes of 
Federal tax law. 


(b) The President's proposal did not rec- 
ommend any specific changes relating to 
the tax treatment of payne loans. 
However, the President's proposal would 
generally limit the deduction for nonbusi- 
ness interest to the sum of net investment 
income, interest on debt secured by the 
taxpayer's principal residence (up to its 
value), and $5,000. 


Effective date.—The nonbusiness interest 
limitation generally would be effective 
(subject to two phase-in rules) for interest 
expenee paid or incurred after December 


(c) None. 


House Bill 


(a) Retain present law. 


(b) Restates present-law rule that no 
amount paid or accrued on indebtedness 
incurred or continued to purchase or carry 
a single premium life insurance contract is 
deductible. 


(c) Repeals the $1,000 annual exclusion 
for the amounts in the nature of interest 
received by the surviving spouse of an in- 
sured. 


pooerelly 
is effective after December 31, 1985. 


Chairman's Proposal 


= 


(a) Retain present law 


(b) Retain present law. 


(c) Same as House bill 


Effective date.—The provision generall 
would be effective after December 31, 1986. 
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XI. INSURANCE PRODUCTS AND COMPANIES—(Continued) 


Item 


B. Life Insurance Companies 


1. Reserves 


2. Special deductions 


a. Small company deduction 


6. 


Special life insurance 
company deduction 


Present Law President's Proposal Houre Bill 


Chairman's Proposal 


a! 


Under the President’s proposal, the re- Retains present law. 
serve held for any life insurance contract 
would be limited generally to the net cash 
surrender value of the contract. Thus, a 
life insurance company would be allowed 
annually to add to its reserves, policy by 
policy, only the amount that the net cas 

surrender value increases. 

In addition, the proposal would treat the 
reserves of life insurance companies (not 
included in life insurance reserves) in the 
same manner as the reserves of property 
and casualty companies. The QRA method 
(see the description in C.1., below) would 
apply for purposes of calculating a life in- 
eurance company’s deduction for unpaid 
oases. 


Life insurance companies generally are 
allowed a deduction for any net increase in 
reserves in a calendar year. The deduction 


for an increase in reserves takes into ac- 
count increases due to both premiums and 
interest credited to the reserves. The net 
increase (or net decrease) in reserves is 
computed by comparing the closing bal- 
ance to the opening balance for reserves in 
the same year. 

For purposes of determining life insur- 
ance company taxable income, life insur- 
ance reserves for any contract are the 
greater of the net surrender value of the 
contract or the reserves determined under 
Federally prescribed rules. 


Effective date—The proposal would be 
effective with respect to policies sold or 
losses incurred with ig po to policies 
issued after December 31, 1985. 


A life insurance company is taxed at cor- 
porate rates on its life insurance company 
taxable income (LICTI). A special life in- 
surance company deduction and a small 
life insurance company deduction have the 
tier! reducing the tax rates imposed on 


(a) Retains present law 


(a) The small life insurance company de- (a) Repeal the small company deduction. 
duction is 60 percent of tentative LI up 
to $3 million, and it is reduced by 15 per- 
cent of tentative LICTI that exceeds $3 
million. The maximum deduction allowed 
is $1.8 million, and it phases out so that it 
becomes zero at $15 million of tentative 
LICTI. Only life insurance companies with 
gross assets of less than $500 million are 
allowed to take this deduction. 


(b) Same as President's proposal. 


Effective date —Same as the President's 
proposal 


(b) Repeal the special deduction. 


Effective date.—The would be 
effective for taxable years inning after 
December 31, 1985. 


(b) A life insurance company is also al- 
lowed a Special life insurance company de- 
duction of 20 percent of its tentative LICTI 
(in excess of the small company deduction) 
for any taxable year. General corporate 
tax rates apply to LICTI after reduction by 
the deductions. 


Retain present law, but see the proposal 
relating to the treatment of unpaid logs 
reserves of life insurance companies attrib- 
utable to accident and health business (item 


XLC.Lc., below). 


(a) Retain present law. 


(b) Same as President's proposal. 


Effective date—The provision would be 
effective for taxable years beginning after 


December 31, 1986 
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XI. INSURANCE PRODUCTS AND COMPANIES—(Continued) 


4. Operations loss deduction of 
insolvent companies 


Present Law 


1984 repealed the deduction for additions 
to a policyholders surplus account (PSA), 
which was originally adopted to provide a 
cushion of assets to protect the interests of 
the policyholders. However, a stock life in- 
surance company is required to include in 
income any amount deemed to be distribut- 
ed from an existing PSA. 


President's Proposal 


No provision. 


House Bill 


apply its current loss an operations and 
ita unused logs carryovers to offset taxable 
income from amounts deemed distributed 
from its PSA if (1) the company was insol- 
vent on November 15, 1985, (2) the compa- 
ny is Hauldated pursuant to a court order 
in a title 11 or similar case, and (3) as a 


result of the tiquicadon: the company's tax 


liability would be increased due to distribu- 
tions from the PSA. 


Effective date.—The provision applies to 
liquidations on or after November 15, 1985. 


Chairman's Proposal 


Same as House bill 


Effective date.—Same as House bill. 
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XI. INSURANCE PRODUCTS AND COMPANIES—(Continued) 


1. Loss reserve deductions of 
property and casualty insur- 
ance companies (cont.) 

c. Treatment of loss re- 
serves.—(cont.) 


d. Study of loss reserves 


2. Limiting policyholder divi- 
dend deduction for mutual 
companies 


President's Proposal House Bill 


Present Law 


A company would be allowed a deduction 
each year for the full amount paid to satis- 
fy plains, but would be required to include 
in taxable income an equivalent amount 
released from the appropriate QRA. Thus, 
if the reserve was i cient to cover all 
claims, the excess claims would produce a 
net deduction when paid. 


Effective date—The proposal would be 
effective for all losses incurred in taxable 
years beginn after December 31, 1985, 
that are insu under policies issued after 
December 31, 1985. 


(d) No provision. 


Effective date.—The provision is effective 
rd jour years beginning after December 


(d) Requires the Secretary of the Treasury 
(in consultation with the Joint Committee 
on Taxation) to submit to the Congress a 
study of the treatment of loss reserves. This 
study is due not later than January 1, 1987 


This study is due not later than January 1, 
1987 


Requires the Secretary of the Treasury 
to submit to the a study of the 
treatment of policyholder dividends by mu- 
tual property and casualty insurance com- 
panies and whether any changes in such 
treatment would be appropriate: This study 
is due not later than January 1, 1987. 


Under present law, property and casual- 
ty insurance companies (whether stock or 
mutual) are generally permitted to deduct 
dividends and similar distributions paid or 
declared to policyholders in tueir capacity 
as such. Stock companies may not, howev- 
er, deduct dividends paid to shareholders. 

This distinction tween policyholder 
and shareholder dividends also exists in 
the case of life insurance companies, but 
deductible policyholder dividends paid by 
mutual life insurance companies are re- 
duced by an amount intended to reflect the 
portion of the distribution allocable to the 
companies’ earnings and profits (as distin- 
guished from the proportion that is a pol- 
icyholder rebate). 


reduction applicable to mutual life insur- 
ance companies. The states that 
additional study is n to determine the 
size of the competitive advantage that the 
current treatment ot, policy bale divi- 
dends provides to mutual property and cas- 
ualty companies and to set the appropriate 
deduction limitation. 


effective for taxable years Neginning after 
December 31, 1985. 


Chairman's Proposal | 


Effective date.—The provision would be 
effective with to changes in loss 


the rules on a fresh start basis. 


(d) No provision. 


Retain present law. 
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XI. INTEREST EXPENSE 


Item 


A. Nonbusiness Interest Limits 
1. General limitation 


2. Interest subject to limitation 


3. Investment income defined 


4. Net leases 


Present Law President's Proposal House Bill 


The deduction for all nonbusiness inter- Provides that the deduction for nonbusi- 
est of noncorporate taxpayers would be | ness interest (in excess of net investment 
limited to the sum of: interest on debt se- | income plus certain deductible expendi- 
cured by the taxpayer's principal residence | tures in excess of rental income from net 
to the extent of its value, plus $5,000, plus | lease property) is limited to the sum of (i) 
net investment income, plus certain de- | interest on debt secured by the taxpayer's 
ductible expenditures in excess of rental | principal residence and a second residence 
income from net lease property. and (ii) $10,000 ($20,000 for joint returns). 

Residences include housing cooperatives, 
residential lots and up to 6 weeks of time- 
sharing of residential property. 


The deduction for investment interest of 
noncorporate taxpayers is limited to the 
sum of $10,000, plus net investment 
income, plus certain deductible expendi- 
tures in excess of rental income from net 
lease property. 

Interest deductions not allowed due to 
this limitation carry over to future years 


Investment interest subject to the limita- 
tion is interest on debt to purchase or 
carry investment property. The treatment 
of interest expense to acquire stock of S 
corporations or interests in limited partner- 
rile is not entirely clear under present 
aw. 


Nonbusiness interest subject to the limi- 
tation is broader than present-law invest- 
ment interest, and would mean all interest 
not incurred in a trade or business, includ- 
ing the taxpayer's share of interest of S 
corporations in whose management he does 
not actively participate, and the taxpayer's 
share of interest expense of limited part- 
nershipe in which he is a limited partner. 


Same as the President's proposal, exce 
that investment interest ales includes the 
taxpayer's share of interest expense of cer- 
tain trusts and other entities in which he 
is a limited entrepreneur, but does not in- 
clude interest attributable to certain low 
income housing. 


Investment income is expanded to in- 
clude the same income items as present 
law Hike the taxpayer's share of all income 
of S corporations in whose management 
the taxpayer does not actively participate 
and his share of all income of limited part- 
nerships in which the taxpayer is a limited 
partner. Investment expense would be de- 
termined the same as under present law, 
except that the Treasury report RCRS de- 
reciation schedule would substituted 
or present-law straight-line depreciation. 


Net investment income means _invest- 
ment income net of investment expense 
Investment income means interest, divi- 
dends, rents, royalties, short-term capital 
gain from disposition of investment proper- 
ty and depreciation recapture not from 
conduct of a trade or business. Investment 
expense means deductible investment ex- 
penses (other than interest), except that 
straight-line (not accelerated) depreciation 
over useful life, and cost (not percentage) 
depletion are used in calculating invest- 
ment expenses. 


Same as President's proposal except that 
investment income also includes the tax- 
able portion of long-term capital gain and 
the taxpayer's share of income of certain 
trusts and other entities in which he is a 
limited entrepreneur; and investment ex- 
pense also includes the depreciation and 
depletion the taxpayer actually utilized 
rather than RCRS depreciation or cost de 
pletion, so that the net investment income 
portion of the limitation reflects the tax- 
payer's actual net investment income sub- 
ject to tax. 


Provides that, to the extent the taxpayer 
performs personal services in lieu of incur- 
ring deductible expenses with respect to 
leased property in certain circumstances, 
the value of such services may be included 
with the actual trade or business deduc- 
tions in determining whether such deduc- 
tions exceed 15 percent of the rental 
income 


Property subject to a net lease is treated Retain present law. 
as an investment, unless the trade or busi- 
ness deductions exceed 15 percent of the 


rental income. 


Chairman's Proposal 


The deduction for consumer interest (i.e., 
nonbusiness interest other than invest- 
ment interest) is limited to $1,000 ($2,000 
for joint returns). The deduction for invest- 
ment interest (in excess of net investment 
income plus certain deductible expenditures 
in excess of rental income from net lease 
property) is limited to the exceas remaining 
to the taxpayer for the year of the $1,000 (or 
$2,000) limit applicable to consumer inter- 
est. Interest on debt secured by the taxpay- 
er's principal residence and a_ second 
residence is not subject to the limitations. 
Residences include housing cooperatives. 


Same as the President's proposal, exce, 
that investment interest ale includes the 
taxpayer's share of interest expense of cer- 
tain trusts and other entities in which he is 
a limited entrepreneur. 


Same as House bill 


Same as House bill 
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XH. MINIMUM TAX 


Item 


A. Individual Minimum Tax 
1. Structure 


2. Rate 


3. Exemption amount 


4. Tax preferences 
a. Dividends excluded from 


6. 


c. 


gross income (up to $100 
per person, $200 for joint 
returns) 


Accelerated depreciation 
on real property 


Accelerated depreciation 
on personal property 


Present Law 


An alternative tax, applying to a broader 
income base and at a lower rate than the 


regular tax, and payable to the extent in 
excess of regular tax liabilities. 


President's Proposal 


Same as present law 


ae ey a pea 


joint 
gles, $20,000 ‘or marrieds filing separately. 


(a) Treated as a preference. 


(b) Excess over straight-line depreciation 
is a preference. 


(c) Solely for leased personal property, 
excess over straight-line depreciation is a 
preference. 


The sum of the following: 
(1) $15,000 for joint returns, $12,000 
for heads of household, $10,000 for sin- 
les, $7,500 for marrieds filing separate- 


ys 
(2) the first $10,000 of preferences; 


and 
(3) the taxpayer's personal exemp- 
tions. 


(a) Repealed for regular tax purposes. 


(b) Same as present law for real property 
placed in service before 1986. For real 
propery placed in service beginning in 

986, exceas over Treasury I depreciation is 
a preference. 


(c) Same as present law for property 
placed in service before 1986. For leased 
personal perty placed in service begin- 
ning in 1986, exceas over Treasury I depre- 
ciation is a preference. 


House Bill 


Same as present law 


Chairman's Proposal 


“a 


Same as present law 


25 percent. 20 percent (same as present law) 


Same as present law. 


(a) Same as President's proposal 


(b) For property placed in service after 
1985, treat as a preference the excess of 
incentive depreciation over nonincentive 
depreciation. Same as present law for prop- 
erty placed in service before 1986. 


(c) For property placed in service after 
1985, treat as a preference the excess of in- 
centive depreciation over nonincentive de- 
preciation. Same as present law for proper- 
ty placed in service before 1986 (i.e., for 
leased property only, excess over straight- 
line is a preference). 


Same as present law, except that the ex- 
emption amount would be reduced by 25 
cents for each $1 that minimum taxable 
income exceeds $150,000 


(a) Same as President's proposal 


(b) For property placed in service after 
1986 (other than property grandfathered 
under the bill’s depreciation rules), treat as 
a preference the excess of (i) ACRS, over 
(ii) straight-line method using the tax- 
exempt leasing lives. Same as present law 
for pre-1987 and grandfathered property. 


(c) For property placed in service after 
1986 (other than property grandfathered 
under the bill's depreciation rules), treat as 
a preference the excess of (i) ACRS, over 
(ii) straight-line method using the tax- 
exempt leasing lives. Same as present law 
for pre-1987 and grandfathered property 
(ie., for leased property only, excess over 
straight-line is a preference) 
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XII. MINIMUM TAX—(Continued) 


n. Completed contract and 
other methods of account. 
ing for long-term con- 
tracts 


o. Inatallment method of ac- 
counting 


p. Net loss from passive in- 
vestment activities 


gq. Net loss from passive 
farming activities 


Present Law 


President's Proposal 


House Bill 


(n) Not a preference 


(o) Not a preference. 


(p) Not a preference. 


(q) Not a preference. 


(n) Not a preference 


(o) Not a preference. 


(p) Not a preference. 


(q) Not a preference. 


(n) Treat as a preference, by requiring use 
of percentage of completion method, for 
minimum tax purposes, on post-September 
25, 1985 long-term contracts. 


(o) Not a preference 


(p) To the extent otherwise deductible 
under minimum tax, treat as a preference 
the excess net loss with respect to trade or 
business activities (including the produc- 
tion of rental or royalty income) in which 
the taxpayer did not materially participate 
in management or provide substantial per- 
sonal services. Excess net loss is defined as 
net logs in excess of cash basis, which in- 
cludes no more than $50,000 from all of the 
taxpayer's tax shelter investments 


(q) Treat as a preference excess passive 
farm loases. Rule resembles the passive logs 
rule, except that it applies only to farming, 
applies separately to each farming activity, 
and treats as a preference only losses in 
excess of twice cash basis (without limiting 
cash basis from tax shelters). 


Chairman's Proposal yi 


(n) Same as House bill for post-March 1, 
1986, long term contracts 


(o) Treat as a preference by not permit- 
ting dealers to use the installment method 
for minimum tax purposes on sales after 
March 1, 1986. The preference would not 
apply to sales by a manufacturer to a dealer 
where the term of the dealer's obligation is 
dependent upon the time that the property 
is resold or is rented by the dealer, the 
manufacturer has the right to repurchase 
the property if the dealer does not rent the 
property within a specified period, and the 
amount of the installment obligations ex- 
ceeds the manufacturer's net worth. 


(p) Same as House bill, except that (1) 
the preference would apply to the entire 
net loss without regard to cash basis, (2) 
the preference would apply to personal 
service corporations, (3) the preference 
would be reduced by the amount, if any, of 
the taxpayer's insolvency, and (4) for 1987, 
the preference would be reduced by 50 per- 
cent of the preference that related to pre 
March 1, 1986 investments 


(q) Same as House bill, except that rules 
(1)}44) from item p, above, would apply 
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XII. MINIMUM TAX—(Continued) 


B. Corporate Minimum Tax 
1. Structure 


2. Rate 


3. Exemption amount 


4. Tax preferences 
a. Accelerated depreciation 
on real property 


6. Capital gain preference 


c. 60-month amortization of 
certified pollution control 
facilities 


d Bad debt reserve deduc- 
tion for financial institu- 
tions 


e. Percentage depletion 


f. Accelerated depreciation 
on personal property 


g. Expensing of mining ex- 
ploration and development 
costs 


Present Law 


An add-on tax, equalling a percentage of 
certain preferences minus regular tax paid 


2 a C ming i: Simoes oat 


The greater of $10,000 or the taxpayer's 
regular tax liability. 


(a) Excess over straight-line depreciation 
is a preference. 


(b) Benefit of lower rate on capital gains 
is a preference. 


(c) Excess over depreciation otherwise al- 
lowable is a preference. 


(d) Excess of deduction over amount al- 
lowable under the experience method is a 
preference. 


(e) Excess over adjusted basis of the prop- 
erty is a preference. 


‘holding companies (PHCs). For PLCs, ap 
plying solely to leased personal property, 
excess over straight-line depreciation is a 
preference. 


(g) Solely for PHCs, excess over 10-year 
amortization is a preference. 


President's Proposal 


House Bill 


Chairman's Proposal 


An alternative minimum tax, applying 
to a base of lar taxable income plus 
preferences, and payable to the extent in 
excess of regular tax liability. 


$15,000, plus the first $10,000 of prefer- 
ence income. 


(a) Same as present law for property 
placed in service before 1986; for property 
placed in service beginning in 1986, excess 
over Treasury I depreciation is a prefer- 
ence. 


(b) Capital gain fully included in mini- 
mum taxable income. 


(c) Same as present law for facilities 
placed in service before 1986; amortization 
rule repealed for regular tax purposes be- 
ginning in 1986. 


(d) Bad debt reserve deduction is re 
pealed for regular tax purposes. 


(e) Same as present law for property 
placed in service before 1986; for perty 
placed in service beginning in 1986, excess 
over cost depletion is a_ preference. 


() Same as present law for property 
placed in service before 1986. For leased 
property peeces in service by a PHC begin- 


ning in 1986, excess over Treasury I depre- 
ciation is a ference. For corporations 
nerally and all personal property, the 


lesser of (i) exceas over Treasury I depre 
ciation, and (ii) 25 percent of the corpora- 
tion’s net interest expense is a preference 


(g) Treat as a preference for all corpora- 
tions. 


Same as President's proposal 


$40,000 (same as for individuals filing 


joint returns under present law). 


(a) For property placed in service after 
1985, treat as a preference the excess of in- 
centive depreciation over nonincentive de- 
preciation. Same as present law for proper- 
ty placed in service before 1986. 


(b) Same as President's proposal. 


(c) Same as President's proposal. 


(d) Same as present law. 


(e) Same as present law. 


(f) For all corporations and all personal 
property placed in service after 1985, treat 
as a preference the excess of incentive de- 

reciation over nonincentive depreciation. 

e as present law for property placed in 
service before 1986 (i.e, solely for leased 
property placed in service a PHC, 
excess over straight-line is a preference). 


(g) Same as President's proposal. 


Same as President's proposal 


20 percent (same as for individuals). 


Same as House bill, except that the ex- 
emption amount would be reduced by 25 
cents for each $1 that minimum taxable 
income exceeds $150,000. 


.(a) For property placed in service after 
1986 (other than property grandfathered 
under the bill's depreciation rules), treat as 
a preference the excess of (i) ACRS, over 
(ii) straight-line method using the tax- 
exempt leasing lives. Same as present law 
for pre-1987 and grandfathered property. 


(b) Same as President's proposal 


(c) Same as President's proposal. 


(d) Same as present law. 


(e) Same as present law. 


(f) For property placed in service after 
1986 (other than property grandfathered 
under the bill's depreciation rules), treat as 
4 preference the excess of (i) ACRS over (ii) 
straight-line method using the tax-exempt 
leasing lives. Same as present law for pre 
1987 and grandfathered property (i.e, 
solely for leased property pla in service 
by a PHC, excess over straight-line is a 
preference) 


(g) Same as President's proposal 
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XITT. MINIMUM TAX—(Continued) 


Item 


— 


5. Regular tax elections 


6. Adjustment in other years 
when taxpayer pays minimum 
tax 


7. Incentive credits 


8. Foreign tax credit 


9. Net operating losses (NOLs) 


10. Estimated tax payments 


11. Effective date 


Present Law 


No provision. 


No provision. 


Not allowed against minimum tax. Cred- 
its that do not benefit the taxpayer due to 
minimum tax can be used as credit car- 
ryovers against regular tax. 


Allowed in calculating add-on tax. 


Allowed in calculating add-on tax. 


Corporations are not required to make 
estimated tax payments with respect to 
minimum tax liability. 


President's Proposal [ 


House Bill 


No provision. 


No provision. 


Not allowed against minimum tax. No 
carryover rules are stated. 


Rule is not stated. 


Rule is not stated. 


Taxable years beginning after December 
31, 1985. 


Permit elections to apply minimum tax 
rules for regular tax purposes. 


Amount of minimum tax liability can be 
allowed as a carryforward credit against 
regular tax liability in other years 


Generally, apply present-law rule under 
alternative minimum tax on individuals 
(not allowed against minimum tax but can 
be carried over). Corporations with NOLa 
in 2 of the last 3 years before 1986 can use 
pre-1986 credits to offset 75 percent of min- 
imum tax liability. i 


Apply present-law rule under alternative 
minimum tax on individuals (allowed sub- 
ject to limits similar to those under regular 
tax). 


Allow against minimum taxable income 
For years before 1986, reduce minimum 
tax NOLs by the items of tax preference 
under present law. For years after 1985, 
reduce minimum tax NOlLz by all newly 
enacted items of tax preference. 


Require that estimated tax payments be 
made with respect to minimum tax liabil- 
ity. 


Same as President's proposal. 


Chairman's Proposal 


Same as House bill 


Amount of minimum tax liability relat- 
ing to deferral preferences would be al- 
lowed as a Guiryloraard credit against reg- 
ular tax liability 


Same as present law. 


Same as House bill, except that foreign 
tax credits could not offset more than 90% 
of tentative tax liability 


Same as House bill, adjusted for change 
in effective date 


Same as House bill. 


Taxable years beginning after December 
31, 1986. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (CESUPS}—Conunuca 


Item 


2. Qualified cash or deferred ar- 
rangements (sec. 401(k) plans) 


a. Limit on elective deferrals 


b. Coordination with IRA 
contributions 


If 


(CODA) meets certain requirements, an 


employee who has a choice of receivi or deferred arrangements under pees 
current pay or having that pay defe: law, effective for years beginning after De- 
under a profit-sharing or stoc bonus plan | cember 31, 1985. 


(or certain pre-ERISA money 
pension plans) 
compensation had been received. 


(a) Elective deferrals under a CODA are 
subject to the overall limits on annual ad- 
ditions under a 
Thus, under present law, the elective 
rals of any employee (plus employer contri- 
butions and certain other amounts) 
ally cannot exceed the lesser of $30, or 
25 percent 
compensation. 


(b) 


employee's elective deferrals under a 
CODA is not coordinated with the limit on 


an e 
tions. 


Present Law President's Proposal 


House Bill 


Chairman's Proposal 


As modified, the President's proposal 


a cash or deferred arrangement 
would repeal the special treatment of cash 


purchase 
is not taxed as though the 


(a) No provision. 


defined contribution ipen 
iefer- 


ner- 


of the employee's nondeferred 


Under persent law, the limit on an (b) No provision. 


mployee’s deductible IRA contribu- 


(a) Limits the maximum annual elective 


deferral for an employee under all CODAs' 


and tax sheltered annuities to $7,000. In 


addition, reduces an individual's annual Gen 
on deferrals under an eligible State or loca! 
deferred compensation plan by the individ- 


ual's elective deferrals under a CODA or 
tax-sheltered annuity. 


is effective 
December 


Effective date.—The provision 
for taxable years beginning after 
31, 1985. 

in the case of certain collectively bar- 
gained plans, the provision is not effective 
uber years beginning on or after the earli- 
er of — 

(1) the termination of the collective 
bergaining agreement, or 
(2) January 1, 1991. 


(b) Similar to President's prope of 
May 1985 (before modification), uces an 
rer] pt od IRA deduction limit, dollar for 
dollar, by the employee's elective deferrals 
under a CODA and a tax-sheltered annuity. 
Be preva for the reduction of the first 
$2,000 of the spousal IRA deduction limit. 


Effective date —The provision is effective 
bos i years beginning after December 
in the case of certain collectively bar- 
gained plans, the provision is not ective 
mall years beginning on or after the earli- 
er of— 
(1) the termination of the collective 
bargaining agreement, or 
(2) January 1, 1991 


$7,000 annual ca 
which the proposa 
Bective deferrals under a CODA would re- 

uce, 
elective deferrals under other plans in the 
following order: 


(a) Same as House bill, but also a ly the 
to elective deterrals, 
permits, under a SEP. 


dollar for dollar, the limitation on 


(1) an eligible State of local deferred 
compenaation plan, 

(2) a tax-sheltered annuity, and 

(3) a simplified employee pension 
(SEP). 


—The provision is effective 


Effective date 
beginning after December 


for taxable years 
31, 1986. 
in the case of certain collectively bar- 

gained plans, the provision is not e ective 
until years beginning on or after the earli- 
er of— 

(1) the termination of the collective 

bargaining agreement, or 
(2) January 1, 1991 


(b) An individual's IRA deduction limit 
would be reduced, dollar for dollar, by the 
amount in excess of $5,000 of the individ- 
ual’s elective deferrals under a CODA and 
other tax-favored retirement arrangements. 
The first $2,000 of an individual's spousal 
IRA deduction limit would be similarly 
reduced. 


Effective date.—The provision is effective 
for taxable years beginning after December 
31, 1986. 
in the case of certain collectively bar- 
gained plans, the provision is not effective 
ner years beginning on or after the earli- 
er of— 

(1) the termination of the collective 
bargaining agreement, or 

(2) January 1, 1991 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Item Present Law President's Proposal House Bill 


Chairman's Proposal | 


c. Nondiacrimination Nondiscrimination test—A CODA meets 


requirements (cont.) 


the special nondiscrimination test for a plan 
year if— 

(1) the average deferral percentage 
for the highly paid employees does not 
exceed the average deferral Percentage 
for the other eligible employees by 
more than 150 percent, or 

(2) The average deferral percentage 
for the highly paid employees does not 
exceed the aver: deferral percentage 
of the other eligible employees by 
more than 

(a) 250 percent and 

(b) the average of the other eli- 
gible employees plus three percent- 
age points. 


Nondiscrimination test.—Alters the spe- 
cial nondiscrimination test to provide that 
the test is met for a year if the average de- 
ferral percen for the highly compensat- 
ed employees does not Gromed the greater 
of 

(1) 125 percent of the average defer- 
ral percentage for all other eligible 
employees, or 

(2) the lesser of 

(i) 200 percent of the average de- 
ferral percentage for all other eli- 
gible employees; or 

(ii) such average, plus 2 percent- 
age points. 

If the special nondiscrimination test is 
not satisfied for any year, the bill provides 
that the excess elective deferrals of highly 
compensated employees are subject to a 10 
percent excise tax unless distributed 
within 2% months after the end of the 
year of deferral. Violation of the special 
nondiscrimination test will not cause the 
disqualification of the plan if excess elec- 
tive deferrals are distributed by the end of 
the year following the year of deferral. 


Effective date.—The provision applies for 
ae le years beginning after December 31, 
In the case of certain collectively bar- 
gained plans, the provisions are not effec- 
tive until years beginning on or after the 
earlier of— 
(1) the termination of the collective 
bargaining agreement, or 
(2) January 1, 1991. 

In the case of a CODA maintained by a 
public employer that is grandfathered 
under the rules of the next subsection, the 
new nondiscrimination rules do not appl 


Bs 
1987, 


Nondiscrimination test.—Same as House 
bill 


Effective date —The provision would be 
effective for taxable years beginning after 
December 31, 1986 

In the case of certain collectively bar- 
gained plans, the provisions are not effec- 
tive until years beginning on or after the 
earlier of— 

(1) the termination of the collective 
bargaining agreement, or 
(2) January 1, 1991. 

In the case of a CODA that is main- 
tained by a public employer and that was 
in existence as of March 1, 1986, the provi- 
sion is effective for plans years beginning 
after December 31, 1988 
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3. Employer matching contribu- 
tions and employee contribu- 
tions 

a. Employer matching and 
employee contributions 


XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS ( 


ESOPS)—Continued 


Present Law 


President's Proposal 


(a) If an employer contribution under a 
qualified plan is conditioned on an employ- 
ee's contribution, the employer matching 
contribution must be a uniform percentage 
of compensation (adjusted, in an in ated 
plan, for certain social security benefits). 


An employer may elect to treat certain 
employer matching contributions to a 
CODA under the special nondiscrimination 
tests which permit higher contributions (as 
a percentage of compensation) for the top 
% of employees by compensation, but 
which do not permit social security bene- 
fits to be taken into account. Employer 
matching contributions may be tested under 
the special nondiscrimination test if the 
centribations are fully vested and subject to 
the withdrawal restrictions applicable to 
CODAs. 


House Bill 


Chairman's Proposal 


(a) Under the proposal, two special non- 
discrimination tests would be applied to 
employer matching contributions under 
any qualified plan. An aggregation rule 
would apply if employer matching contri- 
butions are tied to elective deferrals under 
a CODA. 


gas | employer matching contribu- 
tions. ifying employer matching con- 
tributions for any highly compensated em- 
ployee (expressed as a percentage of pay) 
would be limited to the greater of — 

(1) 125 percent of the average match- 
ing contributions (expressed as a per- 
centage of pay) for nonhighly compen- 
sated employees, or 

(2) the lesser of 

(i) 200 percent of the ave for 
nonhighly compensated employees 


or 
(ii) the average plus 2 percentage 
points. 


The definition of highly compensated 
employees is the same as the definition for 
CODAs. 

Qualifying employer matching contribu- 
tions are required to be— 

(1) nonforfeitable when made, 

(2) ineligible for withdrawal prior to 
the employee's death, disability, sepa- 
ration from service, or plan termina- 
tion, and 

(3) no greater than 100 perent of the 
employee's mandatory contributions. 


(a) Same as President's proposal, but with 
the following modifications and also applied 
to employee contributions. 


Qualifying employer matching and em- 
ployee contributions. —The average qualify- 
ing employer matching contributions and 
employee contributions (expressed as a per- 
centage of pay) for highly compensated em- 
ployees is limited to the ter of 

(1) 125 percent of the average em- 
ployer matching contributions and em- 
ployee contributions (expressed as a 
percentage of pay) for nonhighly com- 
pensated employees, or 

(2) the lesser of 

(i) 200 percent of the average for 
nonhighly compensated employ- 
ees, or 

(ii) such average, plus 2 percent- 
age points. 


The definition of highly compensated 
employees is the same as the definition for 
CoDAs. 

Qualifying empioyes matching contribu- 
tions are required to be— 

(1) nonforfeitable when made, 

(2) ineligible for withdrawal prior to 
the employee's death, disability, sepa- 
ration from service, or plan termina- 
tion, and 

(3) no ter than 100 percent of 
the aniployaes’ mandatory contribu- 
tions. 


(a) Same as President's proposal, with 
the following modifications. A single spe- 
cial nondiscrimination test would be ap- 
plied to all types of employer matching 
contributions and employee contributions 
The proposal does not create separate cate- 
gories of employer matching contributions. 


Employer matching and employee contn- 
butions.—Under this test, the average em- 
ployer matching contributions and 
employee contributions (expressed as a per- 
centage of pay) for highly compensated em- 
ployees would be limited to the greater of 

(1) 125 percent of the average em- 
ployer matching contributions and em- 
ployee contributions (expressed as a 
percentage of pay) for the nonhighly 
compensated employees or 

(2) the lesser o 


(i) 200 percent of the ave’ for 
the nonhighly compensa em- 
ployees, or 

(ii) such average plus 2 percent- 


age points. 
The definition of highly compensated 


employees is the same as the definition for 
CODAs. 
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Item 


4. Unfunded deferred compensa- 
tion arrangements of State 
and local governments and 
tax-exempt employers 


a. Eligible plan 


6. Required distributions 


Present Law 


(a) Under an eligible deferred compensa- 
tion plan maintained by a State or local 
government or rural electric cooperative, 
an employee may elect annual deferrals 
equal to the lesser of $7,500 or 33% per- 
cent of compensation (net of the deferral). 
A participant in an eligible plan who elects 
to defer the receipt of current compensa- 
tion will be taxed on the deferred amounts 
(and income attributable thereto) when 
such amounts are paid or otherwise made 
available. 

If an unfunded State or local plan (other 
than an eligible judicial plan) does not 
qualify as an eligible plan, the deferral is 
included in the employees grees income 
when there is no longer a su ntial risk 
of forfeiture of such amount. 


(b) Distributions under an eligible plan 
are ired to commence no later than 60 
days r the later of (1) the year in which 
the employee attains normal retirement 
age, or (2) the year in which the employee 
separates from service. The total benefits 
scheduled to be paid to the participant 
must be more than 50 percent of the maxi- 
mum amount that could have been paid to 
the participant if no provision were made 
for payments to the beneficiary. 


XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


President's Proposal 


(a) The proposal would rovide that the 
rules relating to eligible deferred compen- 
sation plans would apply to unfunded de- 
ferred compensation plans for employees of 
tax-exempt employers. 


(bX1) uired distributions.—Under the 
proposal, ributions would be required— 
(i) to satisfy a payout schedule 
under which benefits projected to be 
paid over the lifetime of the partici- 
pant are at least 66% percent of the 
ma | benefits payable with respect to 

the participant, 

(ii) in hay Goa of benefits payable 
orge Opera of more thes one r, to 
be paid on a substantially n creas- 
ing basis, and 

iii) after the death of the employee, 
to provide for the commencement of 
benefits to the employer's beneficiary 
iets one year r the employee's 

leath. 


(2) Constructive receipt.—Under the pro- 
posal, benefits would not be treated as made 
available merely because an employee is 
allowed to elect to receive a lump sum pay- 
able within 60 days of the election. This ale 
applies only if the employee's total deferred 
benefit does not exceed $3,500 and the em- 
ployee is no longer entitled to elect deferrals 
under the plan. 


(3) Rollovers.—Certain tax-free rollovers 
between eligible plans would be permitted 


House Bill 


(a) Same as President's proposal. 


(bX1) Required distributions.—Same as 
President's proposal, except that the new 
distribution requirements would not apply 
to certain qualified State judicial plans. 


(2) Constructive receipt.—Same as Presi- 
dent's proposal. 


(3) Rollovers.—Same as President's pro- 
posal. 


Chairman's Proposal El 


(a) Retain present law. 


(bX1) Required distributions.—Same as 
House bill. 


(2) Constructive receipt —Same as Presi- 
dent's proposal. 


(3) Rollovers —Same as President's pro- 
posal. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


6. Elective contributions under 
tax-sheltered annuities 


Present Law 


Under present law, public schools and 
certain tax-exempt organizations (including 
churches and certain organizations associ- 
ated with churches) may make payments 
on behalf of an employee to purchase a 
tax-sheltered annuity contract (sec. 403(b)). 
Payments to a custodial account investing 
in stock of a regulated investment compa- 
ny (e.g., a mutual fund) are also pemitted. 


The amount paid by the employer is ex- 
cluded from the employee's income for the 
taxable year to the extent the payment 
does not exceed the employee's exclusion 
allowance for the taxable year. The exclu- 
sion allowance is generally equal to 20 per- 
cent of the employee's includible compen- 
sation from the employer multiplied by the 
number of the employee's years of service 
with the employer, reduced by amounts al- 
ready paid by the employer to purchase 
the annuity (sec. 403(bX2)). 


shelte annuity contract for an employee 
are also subject to the overall limits on 
contributions and benefits under qualified 
plans (sec. 415). Because tax-sheltered an- 
nuities generally are defined contribution 
lans, the limit on the annual additions on 
half of an employee generally is the 
lesser of 25 percent of compensation or 
$30,000. Certain catch-up elections allow 
an employer to contribute in excess of the 
usual percentge limits in certain years. 


President's Proposal 


Limit on elective deferrals.—No_ provi- 
sion. 


Coordination with other elective defer- 
rals.—No provision. 


Coordination with 
limit.—No provision. 


IRA deduction 


Special catch-up election.—No provision. 


House Bill 


Limit on elective deferrals.—Limits to 
$7,000 the amount that an employee can 
elect to defer for any taxable year under 
all tax-sheltered annuities in which the 
employee participates 


Coordination with other elective defer- 
rals.—An_ individual's elective deferrals 
under a CODA reduce, dollar for dollar, 
the $7,000 cap on the individual's elective 
deferrals under a tax-sheltered annuity. As 
under present law, an individual's contribu- 
tions under a tax-sheltered annuity would 
reduce, dollar for dollar, the limitation on 
the amount that an individual could elect to 
defer under an eligible unfunded deferred 
compensation plan (sec. 457). 


Coordination with IRA _ deduction 
limit.—An_ individual’s TRA deduction 
limit is reduced, dollar for dollar, by the 
employees elective deferrals under a tax- 
heltered annuity. 


Special catch-up election.—Special catch- 
up election provides a limited exception to 
the $7,000 annual limit (but not the other- 
wise applicable exclusion allowance (sec. 
403(b)) or the overall limit on contributions 
and benefits (sec. 415) in the case of em- 
pleyece of an educational organization, a 

ospital, a home health service agency, or 
a church, convention, or association of 
churches. The catch up is limited to $3,000 
per year (up to $15,000) and is available only 
to employees with at least 15 years of serv- 
ice whose contributions have not, on aver- 
age, exceeded $5,000 per year. 


Effective dates.—The provisions general- 
ly are effective for years beginning after 
Becenber 31, 1985. 

In the case of certain collective bargain- 
ing agreements, the provisions do not apply 


to contributions made under such an agree- 
ment in taxable years beginning before the 
earlier of— 

(1) the date on which the last of the 
collective bargaining agreements ter- 
minates, or 

(2) January 1, 1991. 


Chairman's Proposal =| 


Limit on elective deferrals —Same as 
House bill 


Coordination with other elective defer- 
rals.—Same as House bill, except that an 
individual's elective deferrals under a SEP 
would reduce, dollar for dollar, the limit on 
an employee's elective deferrals under a 
tax-sheltered annuity. 


Coordination with IRA deduction 
limit.—An__ individual's IRA deduction 
limit would be reduced, dollar for dollar, 
by the amounts in excess of $5,000 of the 
individual's elective deferrals under all 
tax-sheltered annuities and other tax- 
favored retirement arrangements 


Special catch- election Same _ as 
House bill except that employees of certain 
health and welfare service agencies would 
also be eligible for the special catch-up 
election. 


Effective dates —The provisions general- 
ly are effective for plan years beginning 
after December 31, 1986. 

In the case of certain collectively bar- 
gained plans, the provisions would not 
apply to contributions made under such an 
agreement in taxable years beginning 
before the earlier of— 

(1) the termination of the collective 
Dergalning agreement, or 
(2) January 1, 1991 
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Minimum Standards for Quali- 
fied Plans 
1. Nondiscrimination rules 


a. Coverage requirements for 
qualified plana 


Present Law 


President's Proposal 


House Bill 


Chairman's Proposal 


(a) The coverage rules for qualified plans 
require that a plan cover employees in gen- 
eral rather than merely employees who 
are officers, shareholders, or highly com- 
pensated. A plan generally satisfies the 
coverage rules if it meets either 

(1) a percentage test, or 
(2) a fair cross-section test. 


Percentage test.—A plan m: 
centage test if 
(1) it benefits at least 70 percent of 
all employees, or 
(2) it benefits at least 80 percei.t of 
the employees eligible to benefit under 
the plan and at least 70 percent of all 
seiplapecs are eligible (i.e. the plan 
benefits at least 56 percent of all em- 
ployees). 


the per- 


Fair cross-section test.—A plan meets the 
fair cross-section test if the Secretary of 
the Treasury determines that it covers a 
classification of employees that is found 
not to discriminate in favor of employees 
who are officers, shareholders, or highly 
compensated. 

IRS regulations provide that, in determin- 
ing whether the fair cross-section test is 
satisfied, all of the surrounding facts and 
circumstances must be taken into account, 
allowing for a reasonable difference be- 
tween the Fesven'set of officers, sharehold- 
ers, or be ly compensated employees who 
are benefited by the plan and the percent- 
age of other employees benefited by the 
plan. The regulations do not preclude con- 
sideration of the existence of separate lines 
of business as a fact or circumstance justify- 
ing a reasonable disparity. 


(a) Revises the coverage test for qualified 
plans, as described below. 


Percentage test.—The proposal provides 
that the coverage test would be met only if 
the percen of highly compensated em- 
ployees eligible to receive benefits does not 
exceed 125 percent of the percentage of all 
other employees receiving benefits. Under 
certain very limited circumstances in the 
case of a compelling business reason (such 
as a merger), the could waive the 125 
percent test in favor of a more liberal test 
‘nz e period of time. 


Fair cross-section test.—Repeal present 
law. 


(a) Directs the Secretary of the Treasury 
to study the effect of the present-law cover- 
age tests, and to report to the Committee 
on Ways and Means of the House of Repre- 
sentatives and the Committee on Finance 
of the Senate, as well as the Joint Commit- 
tee on Taxation, by July 1, 1986. The 
report is to include specific recommenda- 
tions of any changes that the Secretary 
finds to be appropriate or necessary, in- 
cluding recommendations for implement- 
ing those changes. 


(a) As under present law, a plan would 
generally satisfy the coverage rules if it 
meets either 

(1) a percentage test, or 
(2) a fair cross-section test. 


Percentage test.—A plan would meet the 
Eetenlaee test if the plan benefits at least 
0 percent of the employees 


Fair croas section test—A plan would 
meet the fair cross-section test if the Secre- 
tary of the Treasury determines that it 
covers a reasonable classification of em- 

loyees that is found not to discriminate in 
hevor of highly compensated employees. 
The oncsal’ would direct the Secretary of 
the Treava to revoke Rev. Rul. 83-58 and 
to apply the regulations under section 
41b) fa addition, the proposal would 
clarify that reasonable disparities between 
the coverage of highly compensated em- 
ployees and the coverage of nonhighly com- 
pensated employees would be permitted if 
justified by the attendant facts and circum- 
stances, including the existence of separate 
lines of business 
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V. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


a. Coverage requirements for 
qualified plans (cont.) 


6. Minimum participation re- 
quirement 


c. Nondiscrimination rules 
applicable to tax-sheltered 


annuities 


Present Law 


Excludable employees.—In applying the 
rcentage test, certain employees who 
ave not 
(1) completed minimum periods of 
service (generally one year), and 
at) attained age 21 may be disregard- 
Employees with leas than three years of 
service may be excluded if the plan pro- 
vides for full and immediate vesting. In ad- 
dition, in applying both the percentage and 
the fair cross-section test, employees not 
covered by the plan who are included in a 
unit of employees covered by a collective 
isregarded if 


bargaining agreement are 
there is evidence that retirement benefits 
were the subject of good faith bargaining 
Certain nonresident aliens and certain air- 
line pilots also are disregarded. 


(b) Minimum participation requirement.— 
No provision. 


(c) Under present law, a qualified plan is 
required to meet requirements as to cover- 
age and as to contributions and benefits 
provided under the plan, which ensure 
that the plan does not discriminate in 
favor of employees who are officers, share- 
holders, or highly compensated. A tax-shel- 
tered antiuity Pp m maintained by a 
tax-exempt charitable organization or cer- 
tain educational institutions is not re 
quired to meet these nondiscrimination re- 
quirements. 


President's Proposal 


House Bill 


Chairman's Proposal 


Excludable employees.—The _ proposal 
would narrow the class of employees who 
could be excluded from consideration in ap- 
plying the percentage test by repealing the 
exceptions for employees with less than 
three of service and for certain air- 
line pilots. 


Effective date.—The President’s proposal 
would be effective for pen years beginning 
86. For 


after December 31, 1 collectively 
bargained pian, the proposal would not 
apply to plan years beginni before the 


termination of the current collective bar- 
gaining agreement. 


(b) Minimum participation requirement.— 
No provision. 


(c) No provision. 


(b) Minimum participation requirement.— 
No provision. 


(cX1) Coverage and nondiscrimination.— 
Applies the coverage and nondiscrimina- 
tion rules of present law (secs. 410(b) and 
401(aX4)) to the portion of any tax-shel- 
tered annuity program attributable to con- 
tributions by the sponsoring employer. Di- 
rects the Secretary of the ry, in ap- 
plying the coverage rules, to take into ac- 
count the special circumstances faced by 
educational organizations and tax-exempt 
organizations (including the compressed 
salary scales of those organizations and the 
need of educational institutions to attract 
visiting professors). 


“Highly compensated employees” would 
also include employees who are 5-percent 
owners during the current year, and em- 
ployees who fall in categories (2) or (3) 
during the current year and who are also 
in the top 100 employees by pay during the 
current year. 

The definition of highly compensated for 
purposes of the coverage rules would also 
apply for purposes of testing the benefits or 
contributions under a plan for discrimina- 
tion (sec. 401(aX4)). 


Excludable employees.—Same as present 
law. 


Effective dates.—Generally effective for 
plan years beginning after December 31, 
1988. In the case of certain collectively bar- 
gained plans, the provision would not be 
effective until years beginning on or after 
the earlier of 

(1) the termination of the collective 
bargaining agreement, or 
(2) January 1, 1991 


(b) Minimum participation requirement. — 
A plan would be required to cover the lesser 
of 50 employees or 80 percent of all of an 
employer's nonexcludable employees, effec- 
tive for plan years beginning after 1988 


(cX1) Coverage and nondiscrimination.— 
No provision. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Chairman's Proposal 


(Ii) Provides that social security bene 
fits earned with a prior employer are not 
to be considered in testing whether a 
defined benefit pension plan is considered 


(1) Defined benefit plans (Mi) A defined benefit 


tested for discrimination in 
paid employees by comparing the rate at 
which benefits are provided for pay in 
excess of a stated level (the in i 


fit pension plan is considered discriminatory. 
% percent of the primary 


insurance amount provided u 


(2) Defined contribution 


fin veers beginning after 


= 


(1Ki) The rate at which benefits are pro- 
vided for pay up to the in ation level of 
a plan generally could not leas than 50 
percent of the rate at which benefits are 
provided for pay in excess of that level 
integration level could not be more 
than the Social Security wage and benefit 
base ($42,000 for 1986) 
To prevent discrimination, the 50 per- 
cent ratio could also be increased, under 


The form of benefit, preretirement bene 
fita, or similar plan provisions would not 
be taken into account in determining 
whether a plan integrates under the rules 
for offeet plans. 


(2) The rate at which employer contribu- 
tions are provided for pey up to the inte 
oar pee level of a plan generally could not 

leas than 50 percent of the rate at 
which contributions are provided for pay 
in excess of that level. Also, the rate for 


be more than | Security wage and 
benefit base ($42,000 for 1986). 
Effective dates.—Generally effective for 
ree yous beginning after December 31, 
988. In the case of certain collectively bar- 
gained plans, the provision would not be 
effective until years beginning on or after 
the earlier of 
(1) the termination of the collective 
bargaining agreement, or 
(2) January 1, 1991. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Item Present Law President's Proposal House Bill Chairman's Proposal | 
3. Venting (a) In general —Present law requires (a) In general. —No provision (a) In general —No provision (a) In general. —Require that a partici- 
that a participant's benefits be vested pant’s employer-provided benefit under 

(1) upon attainment of normal re any qualified plan (other than a multi-em- 
tirement age; ployer plan) vest at least as rapidly as 

(2) at all times in the benefit derived Onder one of the following 2 alternative 
from employee contributions; and vesting schedules: 

(3) with reepect to employer-provided (1) Under the first schedule, full 
benefits, at least as rapidly as under vesting would be required upon com- 
one of the following 3 alternative mini- pletion of 5 years of service 
mum vesting jules: (2) Under the second schedule, vest- 

(i) Under one of the schedules, ing ins at 20 percent after comple 
full vesting is required upon com- tion of 3 years of service and increases 
pletion of 10 years of service (no by 20 percent for each subsequent year 


of service, until 100 percent vesting is 
of the 10th year). obtained after 7 years of service. 


Hf 
5 
z 
z 
H 


ice, and an additional 10-percent 
vesting for each additional year of 
service until 100-percent is 
attained after 15 years of se : 


Applicetion 

plans.— vesting requirements apply to | plans.—No provision. plans.—No provision. plans.—Require that a participant's em- 

multi-employer plans. ployer-provided benefit under a multi-em- 
ployer plan be 100 percent vested no later 
than upon the participant's completion of 
10 years of service 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Item 


C. Withdrawal of Benefits 
1. Uniform minimum distribu- 
tion rules 


2. Withdrawals before age 59% 
a. Additional income tax on 
early withdrawals 


Present Law 


Tax-favored retirement arrangements 
are subject to certain minimum require 
ments concerning the aining and amount 
of before-death and after-death distribu- 
tions. Under these rules, distribution of a 
participant's benefits must commence when 
the participant 

(1) attains age 70% or 

(2) with respect to participants who are 
not 5-percent owners, the taxable year in 
which the participant retires, if later. 

Distributions from an IRA are required 
to commence when the owner attains age 

The first annual required distribution 


may be delayed until April | of the calendar 


year following the calendar r in which 
the individ attains age 70'/; or retires, 
whichever is applicable. 

A qualified plan faili 
minimum distribution 
qualified. A 50-percent excise tax sopuee 
amounts required to be distributed from an 
IRA that are not distributed. 


(a) An additional income tax is imposed 
on certain early withdrawals from quali- 
fied plans with respect to five-percent 
owners who have not atisined oe 59%, 
unless the early withdrawal is on ac- 
count of the employee's disability or death. 
A similar tax also applies to early with- 


Qualifying annuity.—Present law does 
not provide an exception to the additional 
tax on early withdrawals for distributions 
in the form of a life annuity. 


President's Proposal 


The proposal would retain the present 
law rules relating to benefit commence- 
ment date and would subject all qualified 
plans, tax-sheltered annuities and IRAs to 
uniform minimum distribution rules. Cer- 
tain simplifying modifications would be 
made to those rules. 

Under the proposal, the uniform sanc- 
tion for failure to satisfy the minimum dis- 
tribution rules would a nondeductible 


where appropriate, to 

the plan. The current 
disqualification sanction would be elimi- 
nated. 


Effective date-——The proposal generally 
applies for distributions made after Decem- 
ber 31, 1985. 


is made in the form of a qualifying annu 
ity. 


busmcon Pd annuity.—A qualifying annu- 


ity wo an annuity commencing after 
the participant attains age 60, le as 
one of a echeduled series of su tially 


nonincreasing payments under 
(1) an annuity for the life of the par- 
ticipant (or the ‘ia lives of the ic- 
ipant and the participant's benefi- 
ciary), or 
(2) an annuity for a term certain of 
at least 180 months commencing upon 
retirement under the plan. 


House Bill 


Chairman's Proposal al 


Same as the President's proposal, except 
that a uniform benefit commencement 
date applies to qualified plans, IRAs and 
tax-sheltered annuities. Distributions are 
required to commence no later than April 
1 of the calendar year following the calen- 
dar year in which the participant attains 
age 10% 


Effective date-—Same as the President's 
proposal, with an exception from the uni- 
lorm commencement date for individuals 
who are not 5-percent owners and who 
have attained age 70% by Janaury 1, 1988. 


(a) Same as the President's proposal, sub- 
ject to the following modifications: 


Qualifying annuity.—A qualifying annu- 
ity which is not subject to the additional 
income tax is an annuity commencing at 
any and payable in substantially equal 


ri payments (made not leas frequent- 
y than annually) for the life of the partici- 
pant (or the joint lives of the participant 
and the participant's beneficiary). 


Same as House bill, except that the pro- 
vision requiring that distributions com- 
mence no later than April 1 of the year 
following the year in which a participant 
attains age 70% would apply palpi @ par- 
ticipant who, during the year in which the 
participant attains age 70% or any of the 4 
preceding years, was a highly compensated 
employee 

definition of highly compensated em- 
ployee is the same as the definition for 
coverage and nondiscrimination purposes. 


_ Effective date.—Effective for distribu- 
tions made after December 31, 1986 


(a) Same as House bill 


Qualifying annuity. —Same as House bill 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


3. Uniform tax treatment of dis- 
tributions 


a. Rollovers 


6. 10-year forward income 
averaging and pre-1974 
capital gains treatment 


Present Law 


(a) Under certain circumstances, distri- 
butions from a qualified plan may be rolled 
over, tax-free, to another qualified plan or 
IRA. Special rules govern the extent to 
which distributions from particular plans 


may be rolled over, as well as the types of 
plans to which rollovers may be made. 

In general, these rules are designed to 
prevent individuals from avoiding restric- 
tions or becoming entitled to additional tax 
benefits by shifting money between plans. 


(bX 1) Averaging.—Certain lump sum dis- 
tributions received under a qualified plan 
may qualify for special 10-year forward 
averaging treatment. 


(2) Capital in.—A_ participant may 
elect to treat the pre-1974 portion of any 
lump sum distribution as long-term capital 
gain. 


President's Proposal 


(a) The propose’ would permit all distri- 
butions (other than required minimum dis- 
tributions) to be rolled over to other tax-fa- 
vored retirement arrangements, effective 
for distributions after December 31, 1985. 


roposal would 


(bX 1) Averaging ihe 
ial 10-year forward averag- 


repeal the spec 
ing treatment. 


(2) ital gain. —The 
repeal the special pre-l 
treatment. 


roposal would 
4 capital gain 


Transition rule.—However, the repeal of 
capital gain treatment and 10-year forward 
averaging would be phased in over a 6-year 
period for individuals who will have at- 
tained 55 before Jeneery 1, 1987 
During the transition period, 10-year for- 
ward averaging calculations would use the 
present-law rate schedules. 


House Bill 


(a) Retains present-law rollover restric- 
tions. 


(bX1) Averaging.—Substitutes 5-year for 
10-year forward averaging and permits 
only one election of forward averaging 
with respect to a single lump sum distribu- 
tion after the individual attains age 59% 
(except as provided under the transition 
rule). Effective for taxable years beginning 
after December 31, 1985. 


(2) Capital gain —Phases out the pre: 


1974 capital gain treatment over a 6-year 
period beginning on January 1, 1986 


Transition rule—Any participant who 
attained age 50 by January 1, 1986, ia per- 
mitted: 

(1) to make one election of forward 
averaging with respect to a single 
lump sum distribution received before 
age 59%, and 


(2) to retain the pre-1974 capital 
gain treatment for such a distribution 

, under the 6-year phase out. 

An individual who separates from serv- 
ice during December 1985 and receives a 
lump sum distribution in January or Feb- 
ruary of 1986 may elect to treat the distri- 
bution as if it were received in 1985, 80 


that it could qualify for 10-year forward 
averaging, and capital gain treatment, if 
that treatment would have been applicable 
to a 1985 distribution. 


Chairman's Proposal =| 


(a) Retain present law 


(bX1) Averaging.—Same as House bill, ef 
fective for taxable years beginning after 
December 31, 1986 


(2) Capital gain —Same as House bill, ef- 
fective on January 1, 1987 


Transition rule —Any participant who 
attained age 50 by January 1, 1986, is per- 
mitted: 

(1) to make one election of forward 
averaging with respect to a single 
lump sum distribution received before 
age 59'/3, and 


(2) to retain the pre-1974 capital 


gain treatment for such a distribution 
under the 6-year phase out 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYER BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


4. Loans under qualified plans 
a. Amounts treated as distri- 
butions 


6. Repayment period 


c. Interest paid on plan loans 


Present Law 


(a) Subject to certain exceptions, a loan 
to a participant from a qualified plan is 
treated as a taxable distribution of plan 
benefits. An exception is provided to the 
extent that the loan, when added to the 
outstanding balance of all other plan loans, 
does not exceed the lesser of 

(1) $50,000, or 
(2) the greater of $10,000 or one-half 
the participant's accrued benefit. 


must, by its terms, Be repaid within five 

ears, or within a reasonable period if the 
oan is used to acquire or improve a per- 
sonal residence of the participant or family 
member. 


(c) Interest 
fied plan is d 


id on a loan from a quali- 
uctible. 


President's Proposal 


House Bill 


Chairman's Proposal 


(a) Under the proposal, a loan would be 
treated as a distribution to the extent that 
the loan (when added to any outstanding 
balance) exceeds the lesser of — 

(1) $50,000, reduced by the highest 
outstanding loan balance during the 
prior 12 months, or 

(2) the greater of $10,000 or one-half 
of the employee's accrued benefit. 


(b) The proposal provides an exception 
to the five-year repayment period only for 
those loans applied to the first-time pur- 
chee of the participant's principal resi- 

lence. 


(c) No provision. 


Effective date-—The provision would be: 
ettective for amounts received as a loan 
after December 31, 1985. 


(a) Same as President's proposal 


(b) Provides an exception to the 5-year 
cope ment period only for those loans ap- 
plied to the purchase of the participant's 
principal residence (whether or not a first- 
time purchase). Requires that a plan loan 
be amortized in level payments, made not 
less frequently than quarterly over the 
term of the loans. 


(c) Defers the deduction for interest paid 


by 

(1) all employees with respect to 
loans secured Wy elective deferrals 
under a qualified cash or deferred ar- 
rangement or tax-sheltered annuity, 
an 

(2) key employees with respect to 
loans from any qualified plan, by deny- 
ing a deduction for the interest and in- 
creasing a participant’s basis under 
the plan by the amount of nondeduct- 
ible interest paid. 


Eifective date.—Same as President's pro- 
posa 


(a) Same as President's proposal 


(b) Same as President's pro 
that the exception would not 


I, except 
limited to 


first-time purchases and would be available 


to descendants of the participant. 


(c) No provision 
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Present Law 


President's Proposal 


ee a tag ee ae ee 


House Bill 


Chairman's Proposal 


b. Defined benefit plans 


(bX1) Limits on benefits.—Annual bene- 
fits payable on behalf of a participant from 
a qualified defined benefit plan are limited 
to the lesser of (i) 100 percent of compensa- 
tion or (ii) $90,000. 


(2) Be Us b limit.—This limit is pro- 
Freeticnately uced for participants with 
ess than ten years of service. 


Special 
and pilots.—None. 


(4) Cost-of-living arrangements.—No spe- 
cial rules. 


(bX1) Limits on benefits. —No provision 


(2) Phase-in of limit.—The overall limit 
would be reduced for participants with less 
than ten years of plan participation. 


and pilot =No wrorialn,, 


(4) Cost-of-living arrangements.—No pro- 
vision. 


Effective date.—The provision phasing in 
the requirement that the defined benefit 
plan dollar limit be reduced for partici- 
pants with leas than 10 years of participa- 
tion would be phased in, becoming fully ef- 
Leche Ace years beginning after Recember 


(bX1) Limits on benefits.—Reduces the 
dollar limit for benefits commencing at age 
62 to $77,000, indexed for inflation after 
1987. Provides that the limit for benefits 
commencing at age 55 is not lower than 
$65,000. 


(2) Phase-in of limit.—Same as Presi- 
dent's proposal. 


(3) Special rule for police, firefighters, 
and pilots.—The limit applicable to police 
and fire workers is not reduced below 
$50,000 at an . For airline pilots, the 
limit at age 60 is $77,000 


(4) Cost-of-living arrangements.—An em- 
ployer would be permitted to offer employ- 
ees a qualified cost-of-living a ment 
that supplements benefits under a defined 
benefit pension plan. 


Effective date.-—Limitation years begin- 
ning after December 31, 1985. 

For collectively bargained plans, the bill 
does not apply to years beginning before 
the earlier o 

(1) the termination of the agree- 
ment, or 
(2) January 1, 1991. 


(bX1) Limits on benefits —Same as 
present law, but limits the dollar limits by 
reference to the percentage increases in 
the social security wage base 


(2) Phase-in of limit—Same as Presi- 
dent's proposal. 


and pilots.—Same as House bill, except 
that, for pilots, the limit at age 60 is 
$90,000, indexed to the percentage in- 
creases in the Social Security wage base 


(4) Coat-of-living arrangements.—Same as 
House bill. 


Effective date—Limitation years begin- 
ning after December 31, 1986 
For collectively bargained plans, the bill 
does not apply to years beginning before 
the earlier o 
(1) the termination of the agree 
ment, or 
(2) January 1, 1991. 
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a 
XIV. PENSIONS AND DEFERRED COMPENSATION: EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


; ; Finance Committee | 
President's Proposal House Bill Staff Option 


Present Law 


2. Deductions for contributions 
to qualified plans 


a. Profit-sharing and stock 


(aX1) Aggregate compensation limit.— 
Employer contributions for a year not in 
excess of 15 percent of the aggregate com- 
pensation of covered employees are gener- 
ally deductible for the year paid. 


(2) Coordination with social security inte- 
gration.—In the case of a profit-sharing or 
stock bonus plan that is integrated with 
social security, the limit on deductible em- 


ployer contributions is not reduced by the 
employer share of social security taxes 
taken into account under the plan. 


(3) Limit carryforward.—Employer con- 
tributions in excess of the deduction limits 
may be carried over and deducted in later 
years. If the contribution for a particular 
year is lower than the deduction limit, the 
unused limit may be carried over and used 
in later years. 


(aXl) A te compensation limit.—The 
proposal would modify the 15 percent of 
compensation limit to apply on an individ- 
ual, rather than an aggregate, basis. Thus, 
the deductible contribution with repect to 
a particular employee could not exceed 15 
percent of that employee's compensation. 


(2) Coordination with social security inte- 
gration.—No provision. 


(3) Limit carry forward.—The present- 
law carryforward for unused deduction 
limits would be repealed except under cer- 
jtain “retirement type” profit-sharing 
plans. A profit-sharing plan would be treat- 
ed as a “retirement type” plan with re- 
spect to an individual if: 

(1) the individual is an active partici- 
pant in the plan; 

(2) the individual is not a participant 
in any other profit-sharing or stock- 
bonus plan maintained by the employ- 
er, 

(3) contributions are based on a for- 
mula using a reasonable year-of-serv- 
ice factor; 

(4) certain benefits are not available 
before separation from service, death 
or disability; and 

(5) the plan is not top-heavy. 


(aX1) Aggregate compensation limit.—No 
provision 


(2) Coordination with social security inte- 
gration.—In the case of a profit-sharing or 
stock bonus plan integrated with social se- 
curity, reduce this limit by the employer 
share of social security taxes taken into ac- 
count under the plan. 


(3) Limit carryforward.—Repeal the limit 
carryforward for all profit-sharing and 
stock bonus plans (including retirement- 
type plans). 


(aX1) Aggregate compensation limit.—Re- 


tain present law 


(2) Coordination with social security inte- 


gration.—Retain present law. 


(3) Limit carryforward.—Same as House 


bill. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS: EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


FE. Miscellaneous Pension and De- 
ferred Compensation Provisions 


1. Plan amendments not required 
until January 1, 1988 


2. Discretionary contribution 
plans 


Present Law 


If the requirements applicable to quali- 
fied plans are changed, present law gener- 
ally uires that conforming plan amend- 
ments adopted no later than the last 
day of the first plan year after the effec- 
tive date of the change, and the amend- 
ments must be effective, for all purposes, 
not later than the first day of that plan 
year. 


Under certain types of plans, including 
profit-sharing plans, the level of employer 
contributions to the plan may vary from 
year to year at the discretion of the em- 

loyer. An employer's discretion over the 


evel of contributions to a profit-sharing 
plan is limited by the requirement that the 
employer's contribution to the plan in any 
given year may not exceed the employer's 


current or accumulated profits. 


President's Proposal 


No provision. 


No provision. 


House Bill 


Provides that a plan will not fail to be a 
qualified plan on account of changes made 
in the bill for any year beginning before 
January 1, 1988, provided— 

(1) the plan complies, in operation, 
with the changes as of any separately 
stated effective date; 

(2) the pian is amended to comply 
with the changes no later than the last 
day of the first plan year beginning 
after December 31, 1987; and 

(3) the amendment opplies retroac- 
tively to the first day of the first plan 
year beginning on or after the sepa- 
rately stated effective date. 


In addition, collectively bargained plans 
will not fail to be qualified plans for any 
year beponine before the later of 

(1) January 1, 1988, or 

(2) the earlier of (a) January 1, 1991, 
or (b) the first plan year inning 
after the termination of the collective 
bargaining agreement. 


Employer contributions to a profit-shar- 
ing plan that satisfy the immediate vesting 
and withdrawal restrictions applicable to 
elective deferrals under a cash or deferred 
arrangement (CODA) are not limited to the 
employer's current or accumulated profits 
(whether or not the plan contains a 
CODA) 


Chairman's Proposal | 


Provides that a plan will not fail to be a 
qualified plan on account of changes made 
before January 1, 1989, provided— 

(1) the plan complies, in operation, 
with the changes as of any separately 
stated effective date; 

(2) the plan is amended to comply 
with the chance no later than the last 
day of the first plan year beginning 
after December 31, 1988; and 

(3) the amendment applies retroac- 
tively to the first day of the first plan 

ear beginning on or after the separate- 

y stated effective date. 


will not fail to be qualified plans for any 
year Peginning before the later of 
(1) January 1, 1989, or 
(2) the earlier of (a) January 1, 1991, 
or (b) the first plan year beginning after 
the termination of the collective bar- 


gaining agreement. 


Employer contributions to a profit-shar- 
ing plan would not be limited to the em- 
ployer's current or accumulated profits 
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S1) COMPENSATION; EMPLOYEE BENEFITS; EMPLOYER STOCK OWNERSHIP PLANS (hE OUOPS)—Continued 


Item Present Law President's Proposal House Bill Chairman's Proposal 


F. Employee Benefits 
1. Statutory employee benefit ex- 
clusions 
a. Exclusions from income 


(a) Exclusions from income.—The propos- 
al would make the following changes in the 
treatment of employer-provided employee 


(a) Exclusions from income.—Present law 
provides specific income tax and employ- 
ment tax exclusions with respect to the fol- 


(a) Exclusions from income.—The Presi- 
dent's proposal would make the following 
changes in the tax treatment of employer- 


(a) Exclusions from income.—The House 
bill makes the following changes in the 
treatment of employer-provided employee 


(1) Health benefits 


(2) Group-term life in- 
surance 


(3) Death benefits 


(4) Prepaid legal serv- 
ices 


(5) | Employer-provided 
transportation 


lowing benefits provided by an employer to 
employees. 


(1) Health benefits (whether or not in- 
sured) 


(2) The cost of up to $50,000 of group- 
term life insurance. 


(3) Up to $5,000 death benefits. 


(4) Benefits under prepaid legal services 


plans (expired after 1985). 


(5) Commuting through use of a van pool 
(expired after 1985). 


provided employee benefits. 


(1) Employer contributions on behalf of 
an employee to a health plan would be par- 
tially includible in the employee's gross 
income. The amount included in income 
would be $10 a month for individual cover- 
age and $25 a month for family coverage. 


(2) The present-law treatment of group- 
term life insurance would be retained. 


(3) The $5,000 exclusion for employer- 
provided death benefits would be repealed. 


(4) The exclusion for prepaid group i, 
services would be le Rermanent. e 
exclusion would be available only to the 
extent that cy area contributions to the 
plan are fixed before the beginning of the 
year for which benefits are provided. 


(5) The exclusion for employer-provided 
transportation would be allowed to expire 
at the end of 1985, as scheduled under 
present law. 


benefits. 


(1) Retains present law. 


(2) Retains present law. 
(3) Retains present law. 


(4) Extends the exclusion for prepaid 
legal services for 2 years through 1987. 


(5) Same as President's proposal. 


benefits. 


(1) Retain present law. 


(2) Retain present law. 


(3) Retain present law. 


(4) The exclusion would be made perma- 


nent. 


(5) Same as President's proposal. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


a: 


Nondiscrimination require- 
ments for employee benefit. 
Plans 

a. General rule 


Present Law 


(a) Under present law, exclusions for 
most of the statutory employee benefits are 
conditioned on compliance with various 
rules prohibiting discrimination in favor of 
certain employees. Nondiscrimination 
rules are provided for 

(1) group-term life insurance, 

(2) self-insured medical reimburse- 
ment plans, 

(3) qualified tuition reduction, 

(4) group legal services, 

(5) cafeteria plans, 

(6) educational assistance, 

(7) dependent care assistance, 

(8) no-additional-cost services, quali- 
fied employee discounts, and subsi- 
dized eating facilities, and 

(9) welfare benefit funds. 


These nondiscrimination rules generally 
prohibit discrimination as to eligibility to 
participate and as to benefits provided. In 
addition, certain benefits are subject to 
concentration tests, which limit the exclu- 
sion if more than a specified percentage of 
total benefits are provid to certain 
owners. 


Present law does not provide a uniform 
definition of employees in whose favor dis- 


crimination is prohibited or of employees 
that can be excluded from consideration in 
testing whether a plan is discriminatory 


President's Proposal 


House Bill 


(a) The President’s proposal would estab- 
lish uniform nondiscrimination rules for 
eligibility and benefits and a uniform con- 
centration test for 
() eroup ern life insurance, 

(2) health plans (whether or not in- 
sured), 

(3) group legal services, 

(4) employee educational assistance, 

(5) dependent care assistance, 

(6) cafeteria plans, 

(7) qualified employee discounts, no- 
additional-cost services, and subsidized 
eating facilities, 

(8) qualified tuition reductions, and 

(9) welfare benefit funds. 


The proposal would establish a uniform 
definition of highly compensated employ- 
ees (ie., those empl in whose favor 
discrimination is prohibited) and of em- 
ployees that can be excluded from consid- 
eration in testing whether a plan is dis- 
criminatory. 


(a) Establishes uniform nondiscrimina- 
von rules as to eligibility and benefits 
or— 

(1) group-term life insurance, 

(2) health plans (whether or not in- 
sured), 

(3) group legal services, 

(4) educational assistance, 

(5) dependent care assistance, 

(6) cafeteria plans, and 

(7) welfare benefit funds. 


Establishes a uniform definition of 
highly compensated eupioters (i.e., those 
employees in whoee favor discrimination is 
prohibited) and of employees that can be 
excluded from consideration in testing 
whether a plan is discriminatory 


Chairman's Proposal 


5 


fully described below) to the present-law 
nondiscrimination rules would be made: 

(1) extend a nondiscriminatory bene- 
fits test to health plans (whether or not 
insured); 

(2) establish a new uniform eligibil- 
ity test for group-term life insurance 
and health plans (whether or not in- 
sured); 

(3) apply a concentration test to 
group-term life insurance, 

(4) establish, for all employee benefit 
plans, a uniform definition of highly 
compensated employees (ie., employ- 
ees in whose favor discrimination in 
prohibited); and 

(5) establish, for all employee benefit 
plans, a uniform definition of employ- 
ees who can be excluded from consid- 
eration in testing whether a plan is 
discriminatory; and 

(6) With respect to all employee ben- 
efit plans, require that the employer 
provide reasonable notification to all - 
eligible employees of their eligibility to 
participate in the plan 
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XIV. PENSIONS AND DEFERRED COMPENSATION: EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Item Present Law 


c. Excludable employees 


(c) Under present law, for purposes of 


testing whether a plan is nondiscrimina- 
tory, certain employees can be disregarded 
In the case of a group legal services plan, 
educational assistance plan, or a dependent 
care assistance plan, employees covered 
under a collective bargaining unit may be 
disregarded if the benefit was the subject 
of good faith bargaining. 
nder a group-term life insurance plan, 
ihe following employees may be disregard- 


(1) employees who have less than 3 
years of service, 

(2) part-time or seasonal employees, 

(3) collective ba asinine employees 
(if the benefit was the subject of good 
faith bargaining), and 

(4) nonresident aliens. 

Under a self-insured medical reimburse- 
ment plan, the following employees may be 
excluded from consideration: 

(1) employees with less than 3 years 
of service, 
(2) part-time and seasonal employ- 
ees, 
(3) employees who have not attained 
age 25, 

(4) collective bargaining employees 
(if the benefit was the subject of good 
faith bargaining), and 

(5) nonresident aliens. 


_For purposes of the cafeteria plan non- 
discrimination rules, employees with less 


than 3 years of service may be disregarded 
Under a welfare benefit fund, the follow- 
ing employees may be disregarded: 
(1) employees who have not complet- 
ed 3 years of service, 
(2) employees who have not attained 
age 21, 
(3) seasonal or less than half-time 
employees, 
(4) collective bargaining employees 
(if the benefits were the subject of good 
faith bargaining), and 
(5) nonresident aliens 


President's Proposal House Bill Chairman's Proposal 


(c) Certain classes of employees would be 
disregarded in applying the 125-percent eli- 
ibility teat. Thus, under the proposal, the 
ollowing employees need not be take into 
account in testing whether a plan provides 
nondiscriminatory coverage: 
(1) if the plan so provides, employees 
with less than one year of service (30 
or 90 days, in the case of an employer- 
maintained health plan), 
(2) if ueipian 80 provides, part-time 
and seasonal employees, 
(3) employees covered by certain col- 
lective bargaining ments, and 
(4) nonresident aliens who have no 
US. earned income. 


(c) The following employees could be dis- 
regarded in testing whether the nondis- 
criminatory eligibility test is satisfied: 

(1) employees who have not complet- 
ed 180 days of service; 

(2) employees who work less than 20 
hours per week; 

(3) employees who normally work 
fewer than t000 hours a year (seasonal 
employees); 

(4) employees included in a collective 
bargaining unit if benefits were the 
subject of good faith bargaining; 

(5) employees who have not attained 
age 21; and 

(6) nonresident aliens. 


(c) The following employees could be dis- 
regarded in testing whether the nondiscrim- 
inatory eligibility test is satisfied: 

(1) in the case of health plans, em- 
ployees who have not completed 180 
days of service; 

(2) in the case of a plan (other than 
health), employees who have not com- 
pleted 1 year of service; 

(3) employees who work less than 
half-time; 

(4) employees who normally work 
fewer than 6 months a year (seasonal 
employees); 

(5) employees included in a collective- 
bargaining unit if the benefits were the 
sub, of good faith bargaining; 

(6) employees who have not attained 
age 21; and 

(7) nonresident aliens. 


The definition would apply for purposes 
of the nondiscrimination rules for— 


(1) group-term life insurance, 

(2) self-insured medical reimburse 
ment plans, 

(3) qualified tuition reduction, 

(4) group legal services, 

(5) cafeteria plans, 

(6) educational assistance, 

(7) dependent care assistance, 

(8) no-additional-cost services, quali- 
fied employee discounts, and subsidized 
eating facilities, and 

(9) welfare benefit funds 
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SNSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


d. Rules for health plans 
(cont) 


Present Law 


(2) Self-insured medical reimbursement 
plans.—In the case of self-insured medical 
reimbursement plans, present law provides 
a nondiscriminatory eligibili.y test and a 
nondiscriminatory benefits test. 


satisfied if the plan— 
(1) benefits 70 percent of all employ- 


ees; 

(2) benefits 80 percent of eligible em- 
ployees and 70 percent of all employ- 
ees are eligible; or 

(3) benefits a nondiscriminatory clas- 


sification of employees. 


Benefits test.—Under the benefits test, 
the contributions or benefits provided may 
not discriminate in favor of highly compen- 
sated employees. 


President's Proposal 


Benefits test.—The proposal would re- 
quire that all types and levels of benefits 
available to any highly compensated em- 
ployee must be available to all nonhighly 
compensated participants. Similarly, any 
condition for receipt of a benefit would be 
required to be applied in a nondiscrimina- 
tory manner. 


Concentration test.—Under the concen- 
ration on the alta telefon provieed to 
the top pay) highly compensated em- 

MIA Eel exceed 


ployees could not ex 25 percent of the 
total contributions provided under the plan 
for any year. 


(2) Self-insured medical reimbursement 
lans. e as the rules for insured 
ealth plans. 


House Bill 


Chairman's Proposal | 


Benefits test —The benefits test under 
the House bill uires that the coverage 
rovided under a health plan be the same 
or each participant in the plan. A limited 
exception to this requirement is provided 
for employees who normally work fewer 
than 30 hours per week. 

In addition, in the case of a health plan 
in which more than 25 percent of the par- 
ticipants are highly compensated, the plan 
is considered discriminatory unlesse— 

(1) the plan actually covers at least 
75 percent of those employees eligible 
to perucirete in the plan; or 

(2) the plan, when aggregated with a 
comparable plan (or plans), satisfies 
the 25-percent test. Two or more plans 
are considered comparable if the aver- 
age employer cost per participant in 
the plan or plans is at least 80 percent 
of the average employer cost per par- 
ticipant in a plan that would otherwise 
fail the nondiscrimination test. 


Concentration test.—No provision. 


(2) Self-insured medical reimbursement 
lans. me as the rules for insured 
ealth plans. 


Benefits test. —No separate benefits test is 
provided for insured health plans because 
the eligibility test also operates as a benefits 
test. 


Concentration test.—No provision 


(2) Self-insured medical reimbursement 
lans.—Same as the rules for insured 
ealth plans. 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Item 


f Benefits tests for plans 
other than health plans 


g. Concentration tests for 
plans other than health 
plans 


Present Law 


() Under present law, the contributions 
or benefits provided under a group legal 
services plan may not discriminate in favor 
of highly compensated employees. 

Under a group-tterm life insurance plan, 
the type and amount of benefits available 
under the plan may not discriminate in 
favor of key employees. The test is satisfied 
if the benefits bear a uniform relationship 
to compensation. 

A cafeteria pa may not discriminate in 
favor of neghly compensated participants 
as to contributions or benefits, which re- 
quires that nontaxable benefits and total 
benefits (or employer contributions for 
total benefits) be nondiscriminatory. A spe- 
cial rule applies to health benefits. 


Under a welfare benefit fund, the bene- 
fits provided under each class may not dis- 
criminate in favor of highly compensated 
employees. Life insurance, disability, sever- 
ance pay, and supplemental unemploy- 
ment compensation benefits are not consid- 
ered nondiscriminatory merely because the 
benefits bear a uniform relationship to 
compensation. 


(g) Under present law, not more than 25 
percent of the benefits under a group legal 
services plan or a dependent care assist- 
ance plan may be forded during a year 
to 5-percent shareholders or owners (or 
their spouses or dependents). 

No more than percent of the nontax- 
able benefits under a cafeteria plan can be 
provided annually to key employees. 

No more than 5 percent of the amounts 
paid or incurred under an educational as 
sistance program may be provided annual- 
Ra for 5-percent shareholders or owners (or 
their spouses or dependents) 


President's Proposal 


(f Under the President's proposal, all 
types and levels of benefits available to 
any highly compensated participant must 
also be available to all nonhighly compen- 
sated participants. Similarly, any condition 
for receipt to a benefit would be required 
to be applied in a nondiscriminatory 
manner. 

The proposal would apply a nondiscrim- 
inatory benefits test to group-term life in- 
surance, health benefits, and group legal 
services benefits provided under a perma- 
nent and enforceable plan. This test would 
apply whether of not the benefit was) Fro. 

through insurance or self-insu by 
an employer. Certain benefits would be 
permitted to vary by compensation level. 


qualified tuition reductions would also be 
subject to a nondiscriminatory benefits test 
under which the average amount of bene- 
fits provided to highly compensated em- 
ployees could not exceed 125 percent of the 
average amount of benefits provided to 
other employees. In the case of educational 
assistance benefits, only amounts expended 


for degree pi ms would be red to 
be tested under this nondiscrimination 
rule. 

(g) The President's would 
modify the utilization test of present law 
applicable to p legal services, employ- 
ee educati assistance, and dependent 
care assistance. Under the ication, 


the contributions provided to the top 20 (by 
pay) highly compensated emplo: could 
not exceed 25 percent of the contribu- 
tions provided under the plan for any r. 
This rule would apply to each employee 
benefit otherwise excludable from income. 


House Bill 


(f) Requires that the coverage provided 

under a groupterm life insurance plan or 
up-term legal services plan be the same 

aug participant in the plan, regardless 
of whether the benefit is provided through 
insurance or self-insured by the employer. 

In the case of group-term life insurance 
plans and qualified legal services, 75 per- 
cent of all employees who are eligible to 
participate in the plan must actually be 
covered by the plan. 

An educational assistance plan or de- 
pendent care assistance plan is considered 
discriminatory unless (a) all benefits avail- 
able to highly compensated employees are 
available on the same terms and conditions 
to all other employees eligible to partici- 
pete in the plan; and (b) the average bene- 

it provides to nonhighly compensated em- 
ployees is at least percent of the aver- 
age benefit provided to highly compensated 
employees. 


(g) Retains present law. 


(D Retains present law benefits tests ap- 
licable to group-term life insurance, group 


egal services, cafeteria plans, and welfare 
benefit funds 


Chairman's Proposal 


tration tests. if addition, provide that no 
more than 25 percent of the benefits under 
a groupterm life insurance plan may be 
provided to 5percent owners. This rule 
would not apply if the plan provides equal 
coverage (in a dollar amount rather than 
as a percentage of pay) to each plan partic- 
ipant 
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3. Benefits provided under a 


Item 


cafeteria plan 


4. Prizes and awards 


AIV. PENSIONS AND DEFERRED COMPENSATION; EMPLUIER BENEFIIS, EMPLOYER SPOCK OWNERSHIP PLANS (ESU0PS)—Continued 


Present Law President's Proposal House Bill 


Under a cafeteria plan, an employee is 
offered a choice between cash and one or 
more fringe benefits. If certain uire- 
ments are met, then the mere availability 
of cash or certain permitted taxable bene 
fits under a cafeteria plan does not cause 
an employee to be treated as being re. 
ceived the available cash or taxable bene 
fits for income tax purposes. 

A highly compensated employee is treat- 
ed as having received available cash and 
taxable benefits if the cafeteria plan dis- 
criminates in favor of highly compensated 
individuals as to eligibility or as to benefits 
and contributions. In addition, if more 
than 25 percent of the total excludable 
benefits for a plan year are provided to 
employees who are key employees (certain 
officers and owners), then the key employ- 
ees will be taxed as though they received 
all available taxable benefits under the 
plan. 

In addition, each benefit provided under 
a cafeteria plan must separately satisfy 
any nondiscrimination rule applicable to 
that benefit. 


reimbursement account, under which the | ble to statutory fringe benefit plans. Also 
reimbursements would be deemed to be | modifies the rule governing the year in 
nondiscriminatory if the average reim- | which benefits under a discriminatory cafe- 
bursements for highly compensated em- | teria plan must be included in income by 
ployees does not exceed 125 percent of the | highly compensated and key employees. 
average reimbursements for all other par- arifies that full-time life insurance 
ticipants in the cafeteria plan. In addition, | salesmen may elect benefits under a cafe- 
the contributions provided to the top 20 | teria plan that they are otherwise permit- 
highly compensated employees could not | ted to exclude from income. 

exceed 25 percent of the total contributions 

under the plan for any year. Under the 

proposal, vehburesmente of insurance pre- 

miums would not be permitted from a reim- 

bursement account. 


Effective date.—The President's proposal Effective date.—The proposal would be 
would be effective for plan years beginning | effective for taxable years nning after 
after December 31, 1985. December 31, 1986. 


(a) Same as President's proposal 


(a) All prizes and awards (other than cer- (a) Same as President's proposal. 
tain scholarships and fellowship grants) 
would be taxable. The present exclusion 
for awards for charitable, etc. achievement 
would apply only when recipient desig- 
nated that the prize or award go to a tax- 
exempt charitable organization. 


(a) Prizes and awards received by the 

be other than certain scholarships 
and fellowship grants, generally are tax- 
able. However, there is an exception for 
awards received for achievements in fields 
such as charity, the arts, and the sciences, 
applying only if the recipient (i) has not 
specifically applied for the prize or award 
(e.g., by entering a contest), and (ii) is not 
required substantial services as a condition 
of receiving it. 


(b) Same as President's proposal, with (b) Same as House bill. 
clarification that employee awards of low 
value (such as certain traditional retire 
ment gifts) may qualify as both deductible 
and excludable under the rules for de mini- 
mis fringe benefits enacted in 1984 (sec. 
132). 


(b) Gift treatment would be denied for all 
employee awards given by reason of a 
work-related achievement. Since no em- 
ployee awards would be both excludable 
and deductible, the deduction limits under 
present law would have no application. 


(b) Gifts are excludable from the income 
of recipients. To quality as a gift, an item 
must given out of detached generosity 
and not as compensation or to benefit the 
donor. Business deductions for gifts are 
[seth limited to $25 per recipient. 

lowever, for an employee award given by 
reason of length of service, productivity, or 
safety achievement that qualifies as a gift 
and as deductible, the dedhaictican is limited 
to $400 or $1,600 (depending on the circum- 
stances). 


Effective date-—Taxable years beginning 


after 1985. 


Effective date.—Same as President's pro- 
E after 1986 


Chairman's Proposal 
The President's proposal would apply a Extends to cafeteria plans, for years be- Retain present law, but modify the defini- 
special rule to reimbursements of medical, | ginning after December 31, 1986, nondis- | tion of highly compensated employees and 


Effective date —Taxable years beginning 
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| Item 
L 


Present Law 


President's Proposal 


House Bill 


Chairman's Proposal 


7. Parents of airline employees; 
airline affiliate employees 


Under the Deficit Reduction Act of 1984, 
the value of ‘‘no-additional-cost’’ services 
provided by an employer for use by the em- 
ployee, or the employee's eaoiee or depend- 
ent children, is excluded from income and 
wages if certain conditions are met, includ- 

a line-of-business limitation (Code sec. 
132). 


No provision. 


(a) Parents of employees.—No provision 


(b) Airline affiliates. —The technical cor- 
rections provisions of the House bill pro- 
vide that the value of the use of airline 
passes by certain individuals who are di- 
rectly engaged in providing airline-related 
services to airlines or air transportation or- 
ganizations are excluded from income and 
wages, on the same basis as in the case of 
airline service employees of an airline cor- 
poration. An individual is considered di- 
rectly oe in providing airline-related 
services if the individual performs services 
for an organization (in existence on Sep- 
tember 12, 1984) that is a tax-exempt busi- 
ness league whose membership is limited 
to entities e! in the transportation 
by air of individuals or property for com- 
pensation or hire. 

Also, a grandfather exception is provided 
to the line-of-business limitation for tax- 
free treatment of airline passes furnished 
(after 1984) to individuals employed, as of 
September 12, 1984, by Pan American 
World Services, Inc. These provisions 
would be effective January 1, 1985. 


(a) Parents of employees.—The value of 
the use of free or discounted airline passes 
by parents of an airline employee would be 
excluded from the employee's income and 
wages on the same basis as where such 
benefits are used by the employee's spouse 
Ordeperraant children, effective January 1, 


(b) Airline affiliates.—Provide that the 
value of the use of airline passes by certain 
individuals who are directly engaged in 
Feoriding airline related services to air- 
ines or air transportation organizations is 
excluded from income and wages, on the 
same basis as in the case of airline service 
employees of an airline corporation 

Iso, a grandfather exception is provided 
to the line-of-business limitation for tax- 
free treatment of airline passes furnished 
(after 1984) to individuals employed, as of 
September 12, 1984, by Pan American 
World Services, Inc. These provisions 
would be effective January 1, 198: 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


Stock Ownership 


G. Employee 
Plans (ESOPs) 
1. ESOPs as employee benefit 
plans 
a. Investment in employer 
securities 


Present Law 


(a) ERISA imposes a limit on the per- 
centage of plan assets that may be invested 
in qualifying employer securities and 
qualifying real property. 


For a pension plan (either defined bene- 
fit or money purchase), the limit is ten per- 
cent. For a profit sharing or stock bonus 
plan, the ten percent limit may be in- 
creased to an amount specified by the plan, 
up to 100 percent. 


An_ Employee Stock Ownership Plan 
(ESOP) (either a stock bonus plan or a 
combination stock bonus and money pur- 
chase pension piss) must be invested pri- 
marily in employer securities. ESOPs are 
subject to special qualification require- 
ments in addition to the requirements gen- 
erally applicable to qualified plans. 


President's Proposal 


(a) Under the proposal, no qualified plan 
could hold more than ten percent of plan 
assets in qualifying employer securities 
and qualifying employer real property. 


Under the proposal, a new Employee 
Stock Ownership Trust (ESOT) would be 
designed to invest primarily in employer 
securities. 


Under the proposal, any employer with 
15 or more ply Seg be ata ble to 
create a qualified . If the quali- 
fies, then (1) the trust would be exem 
from income tax, (2) employers would 
allowed deductions (of up to 25 percent of 
compensation) for principal payments 
made on a securities acquisition loan, or 
for amounts contributed to an ESOT; even 
thougt participants would not be currently 
taxed on such contributions, and (3) par- 
ticipants would not be taxed until the em- 
first securities were sold or exchanged 

arallel rules would be provided for cer- 
tain nonleveraged ESOTs to which the em- 
ployer had committed a stream of contribu- 
tions. 

All eligible securities acquisition loan 
would require either (a) annual principal 
payments not greater than 20 percent or 
less than 8.3 percent of the original princi- 
pal balance, or (b) equal annual payments 
and a term of ten years or lees. 

The ESOT trust agreement would be re- 
quired to provide that (1) the securities dis- 
tributed or allocated during the year, and 
(2) dividends on undistributed and unallo- 
cated securities, be apportioned pert | all 
employees (or, those employees with 1000 
hours of service) on the bees of each em- 
ployee's compensation for the year not in 
excess of $50,000. 


House Bill 


(a) Retains present law relating to quali- 
fied plans. 


Chairman's Proposal 


(a) Retain present law. 


a 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


e. Voting rights 


f, Special ESOP deduction 
limits 


g. Overall limits on contribu- 
tions 


Present Law 


(e) A stock bonus or mone urchase 
pension plan (including an ) main- 
tained it! an employer whose securities are 
not publicly traded must provide the full 
pass-through of voting rights to partici- 
pants with respect to securities allocated to 
such participants on major corporate issues 
if the plan holds more than ten percent of 
its assets in employer securities. 

In addition, an P maintained by an 
employer that has registration-type securi- 
ties must provide pass through voting with 
respect to allocated securities on any issue. 


() If an employer maintains an ESOP, 
contributions applied to the payment of 
principal on a securities acquisition loan 
are deductible up to 25 percent of covered 
compensation. 


In addition, an employer's contributions 
to an ESOP that are applied to the pay- 
ment of interest on a securities acquisition 
loan are deductible without regard to an 
annual percentage of compensation limit. 


(g) The usual dollar limit on annual ad- 
ditions ($30,000) is increased to the lesser 
of (1) $60,000 or (2) the amount of employer 


securities contributed to, or acquired by, 
the plan. In addition, deductible P con- 
tributions applied by the plan to the pay- 
ment of interest on a securities acquisition 
loan, as well as forfeitures of certain em- 
ployer securities, may be disregarded in ap- 
plying this limit. 


These increased limits apply only if the 
ESOP provides that no more than one 
third of the employer contributions for the 
year are allocated to the group of employ- 
ees consisting of officers, shareholders and 
highly compensated employees. 


President's Proposal 


would be aquired te provide pass-through 
voting (1) on all issues with respect to allo- 
cated securities and (2) on major corporate 
issues with respect to unallocated securi- 
ties. 


would repeal the in- 
P limits applicable to qualified 


creased 
plans. 


The proposal would permit a deduction 
not to exceed 25 nt of covered com- 
pensation for employer 
pal on a securities a 
ductible payments id be carried forward 
and deducted in subsequent years, subject 
to the same 25 percent t. 

This 25 percent deduction limit would be 
in addition to any deductions permitted for 
employer contributions to a qualified plan. 


(g) The would repeal the in- 
creased limits applicable under 
qualified plans. Allocations of employer se- 
curities under an ESOT would be permit- 
ted without ard to the qualified plan 
limits on annual additions. 


ments of princi- 
ition loan. Nonde- 


House Bill 


Chairman's Proposal 


= 


(e) Requires that if an employer does not 
have registration-type securities, then (1) 
participants with more than 10 years of 
service have the right to direct the trustee 
to vote allocated securities on all issues, (2) 
participants with fewer than 10 years of 
service have the right to direct the trustee 
to vote allocated securities with res) to 
any corporate matter that must be decided 
by more than a majority vote. As under 
present law, no passthrough of voting 
rights is required with respect to unallocat- 

securities. 


Retains present-law requirements appli- 
cable to employers with registration-type 
securities. 


(f) Retains present law. 


Clarifies that the special 25 percent of 
compensation limit only permits an em- 
e! er maintaining a stock bonus ESOP to 

uct principal payments of up to 25 per- 
cent of compensation without adopting a 
money purchase pension plan and does not 
increase the limit otherwise applicable to 
an employer who maintains an P con- 
sisting of a combination stock bonus and 
money purchase pension plan. 


(g) Retains present law. 


(e) Retain present law 


(f Retain present law 


(g) Retain present law 
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XIV. PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS (ESOPS)—Continued 


2. Incentives for ESOP financ- 
ing 
a. Deduction for dividends 
paid 


6. Exclusion of interest 
earned on securities acqui- 
sition loans 


c. Tax-deferred rollover of 
gain derived from sales of 
stock to an eligible em- 
ployee organization 


d. Payment of estate tax by 
an employee organization 


Present Law 


(a) An employer may deduct the amount 
of any dividends paid in cash with ree 
to employer-securities held by an P 
and allocated to participants’ accounts, 


provided the dividends are paid out cur- 
rently to participants and beneficiaries. 


(b) A bank, insurance company, or a cor- 
poration actively engaged in the business 
of lending money may exclude from gross 
i percent of the interest received 
on loans to a leve ESOP, the proceeds 
of which are applied by the plan to acquire 
employer securities. 


(c) An individual may elect to defer rec- 
ognition of gain on the sale of certain 
qualified securities to an ESOP or eligible 
worker-owned cooperative to the extent 
that the proceeds are reinvested in quali- 
fied replacement property within a re- 
placement period. 


acquired from a decedent by an ESOP or 
ible worker-owned cooperative, (2) 
m a decedent to an ESOP or 


an el 
pass 
worker-owned cooperative or (3) are trans 
ferred by the decedent's executor to an 
ESOP or worker-owned cooperative, then 
the executor is relieved of estate tax liabil- 
ity to the extent the ESOP or cooperative 
is required to pay the liability. 


President's Proposal 


(a) The proposal would modify the provi- 
sion providing a deduction for dividends 
paid (1) by permitting the deduction only 
with respect to employer securities held by 
the new Employee Stock Ownership Trust 
(ESOT) (and not an ESOP); (2) by making 
the deduction available with respect to 
dividends paid on all allocated and unallo- 
cated em leyer securities held by the 
ESOT; and (3) by conditioning the deduc- 
tion on the employer's making an addition- 
al ase nas payment (equal to the re- 
sulting tax savings) to employees receiving 
the dividends. 


(b) The proposal would apply the 50-per- 
cent interest exclusion to transactions in- 
volving ESOTs rather than ESOPs, effec- 
. for loans made after December 31, 


P or eligible worker- 
owned cooperative, effective for sales oc- 
curring after December 31, 1985. 


(d) The proposal would repeal this 
sion, effective for decedents dying after 
cember 31, 1985. 


House Bill 


(a) Repeals the present law provision ef- 
fective for dividends paid after December 
31, 1988 


(b) Repeals the 
loans made after 


resent law provision for 
mber 31, 1988. 


(c) Repeals the 
loans made after 


resent law provision for 
mber 31, 1988. 


(d) Repeals the present law provision for 
decedent's dying after December 31, 1988. 


Chairman's Proposal Zl 


(a) Retain present law 


(b) Retain present law 


(c) Retain present law 


(d) Retain present law. 
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XV. RESEARCH AND DEVELOPMENT—(Continued) 


President's Proposal House Bill 


Item Present Law 


Chairman's Proposal 


(e) Credit use limitation.—Same as the 
House bill 


(e) Credit use limitation —The general 
limitation on business credits (75 percent of 
tax liability over $25,000) applies to the 
research credit. 


(e) Credit use limitation.—The research (e) Credit use limitation.—No proposal 
credit is not subject to the general limita- 
tion on use of business credits (85 percent 


of tax liability over $25,000). 


2. Incremental tax credit (Cont.) 


Effective date —Taxable years beginning 


Effective date.—The provision making the 
after 1985. cradle fi 


tures paid or incurred after 1985. The provi- 
sions relating to the research definition and 
credit use limitation would apply for tax- 
able years beginning after December 31, 
1986. 


3. Donations of scientific 
equipment 


Under a special rule, corporations are Retain present law. 
allowed an augmented charitable deduction 
for donations of newly manufactured scien- 
tific equipment to a college or university for 
research use in the physical or biological 
sciences. 


The category of eligible donees under the 
special rule is expanded to include certain 
tax-exempt scientific research organiza- 
tions. 


Effective date-—Taxable years beginning 
after December 31, 1985. 


Retain present law. 


B. Allocation of Research Expenses No provision. 


to Foreign Source Income 


The application of Reg. sec. 1.861-8, for 
the first two taxable years inning after 
July 31, 1985, is modified as follows: 

() Taxpayers may apportion auto 
matically percent of US -incurred 
research expense to domestic income. 

(2) The remainder iS speortioned on 


the basis of gross es or gross 
income. 


A suspended Treasury Regulation (sec 
1.861-8) rule requires taxpayers with for- 
eign-source income from products in a 
roduct area in which the taxpayers do 

S. research to allocate part of their US. 
research expense ainst the foreign- 
source income. In 1981, the Congress sus- 
Feaded this rule for two years, so that all 

'S. research expenditures generally offset 
U.S.#ource income. In 1984, the Congress 
extended the moratorium for two addition- 
al years. 


Same as House bill, except that 75 per- 
cent of U.S-incurred research expense 
would be allocated to domestic income 


Effective date.—Taxable years beginning 


Effective date.—Same as House bill 
after July 31, 1985. 
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A. At-Risk Rules 


B. Tax Credit for Rehabilitation Ex- 


penditures 
1. Nonhistoric structures 


Present Law 


The logs limitation at-risk rules limit the 
losses in excess of income with respect to 
an activity, which individuals and closely 
held cosporations may deduct, to the 
amount the taxpayer has actually invested 
in the activity, including borrowed 
amounts to the extent the taxpayer is per- 
sonally liable to repay or has pledged other 
non-financed property (except property 
used in the activity) as security, and has 
not borrowed the funds from a person with 
an interest in the activity other than as a 
creditor. 

Closely held corporations engaged in cer- 
tain equipment leasing activities and in 
certain active business activities are ex- 
coped from the rules. 

e at-risk rules apply to all activities 
except the holding of real estate. 


The credit is 15 percent for nonresiden- 
tial buildings at least 30 years old, and 20 
percent for nonresidential buildings at 
east 40 years old. If the 15- or 20-percent 
credit is allowed, depreciable basis is re- 
duced by the amount of credit earned. The 
credit is available only if the taxpayer 
elects to use the straight-line method of 
cost recovery with respect to rehabilitation 
expenditures. 

habilitation expenditures are eligible 
for the credit only if incurred in connec- 
tion with a substantial rehabilitation in 
which either (i) 75 percent of external 
walls are retained in place as external 
walls, or (ii) 75 percent of external walls 
are retained in place as internal or exter- 
nal walls; 50 percent of external walls are 
retained in place as external walla; and 75 
percent of the building's internal structur- 
al framework is retained in place. 


President's Proposal 


The exception for the activity of holding 
real estate would be repealed 


Effective date.—The proposal would apply 
to losses attributable to property acquired 
after December 31, 1985. 


The 15- and 20-percent credits would be 
repealed. 


Effective date.—January 1, 1986. 


Houre Bill 


Chairman's Proposal 


a 


The bill applies the at-risk rules to real 
estate activities, with an exception treating 
third party nonrecourse debt secured by 
real estate used in the activity as an amount 
at risk. 


Effective date.—The provision applies to 
losses attributable to property acquired 
after December 31, 1985. 


Provide one 10-percent credit. Limit 
credit to buildings placed in service before 
1936, and delete the alternative test that 
only looks to 75 percent of walls. 


Effective date.—Property placed in serv- 
ice on or after January 1, 1986. 


Same as House bill 


Effective date.—The proposal will apply 
to losses attributable to property acquired 
after December 31, 1986. 


Same as House bill 


Effective date.-—Property placed in serv- 
ice on or after January 1, 1987 
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[ Item 
C. Low-Income Housing 


1. Five-year amortization of ex- 
penditures to rehabilitate 
low-income housing 


Present Law 


60 month period certain qualifying expend- 
itures for additions or improvements to 
low-income rental housing with a useful 
life of at least five years (other than hotels 
or other similar facilities primarily serving 
transients). Expenditures in any year for 
any dwelling unit are eligible ony if the 
aggregate amqunt of expenditures for each 
unit exceeds $3,000 over two consecutive 
taxable years. Expenditures for any dwell- 


ing unit are not generally eligible to the 
extent that they aggregate more than 
$20,000 (in certain cases, $40,000). 


The election is scheduled to expire for 
expenditures incurred after December 31, 
1986 (except in cases where rehabilitation 
began, or a binding contract for such ex- 
penditures was entered into, before Janu- 
ary 1, 1987). 


President's Proposal 


The election would be repealed. Expendi- 
tures for low-income housing would there- 
fore be recovered in accordance with the 
applicable depreciation schedules. 


Effective date-—The repeal would be ef- 
fective for expenditures paid or incurred 
on or after January 1, 1986. 


House Bill 


Retains present law with a modification: 
replace $20,000 and $40,000 ate ex- 

nditure limits with a single $30,000 
imit. 


Effective date.—The modification to the 
aggregate limit would apply to permit ad- 
ditional expenditures over the present 
$20,000 limit, in the case of expenditures 
paid or incurred on or after January 1, 


Transitional rule.—The $40,000 
would continue for expenses incurred: 
(i) pursuant to a written contract 
that was binding as of September 25, 
1985; or 
(ii) with respect to rehabilitation 
commenced as of September 25, 1985; 
if 5 percent of the cost has been in- 
curred or committed by that date; 
provided in each case the additions or im- 
rovements are placed in service before 
anuary 1, 1988. 
It would also continue in certain other 
circumstances 


limit 


Chairman's Proposal 


= 


Provision expires in accordance with 
present law. However, see credit for low- 


income rental housing, item C.2. below 
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(panunuo))—SNOISIAOUd ALVLSA IWAN TAX 


XVI. REAL ESTATE PROVISIONS—(Continued) 


2. Credit for low-income rental 
housing (cont.) 


Present Law 


The election is scheduled to expire for 
expenditures incurred after December 31, 
1986 (except in cases where rehabilitation 
began, or a binding contract for such ex- 
penditures was entered into, before Janu- 
ary 1, 1987). 


(See item 1., above, for further details of 5- 
year amortization provisions) 


Construction period interest and taxes 


Generally, interest paid or accrued on in- 
debtedness incurred with respect to real 
property and real property taxes attributa- 

le to the construction period for such 
property, and real property taxes attributa- 
duction, must be capitalized and amortized 
over a 10-year period. Interest and taxes 
related to low-income housing is not sub- 
ject to this capitalization requirement. 


President's Proposal 


House Bill 


Chairman's Proposal | 


Construction period interest and taxes 


Interest and taxes attributable to the 
construction period of real property that is 
self-constructed, is held for sale in the ordi- 
nary course of business, or is constructed 
pursuant to a long-term contract, must be 
capitalized as part of the cost of the real 
pronerty: There would be no exception for 
ow-income housing. 


Construction period interest and taxes 
Same as President's proposal. 


Property subject to depreciation transi- 
tion rules would not be eligible for the 
credit unless 30-year Sr migheline deprecia- 
tion was elected 


Credit rate 


could not exceed 5 percent of the basis of 
low-income housing units in the project. 

Subject to continuing compliance re- 
quirements, the credit would he received 
annually for at least 15 years. Longer peri- 
ods would be permitted provided the 
present value of the credit did not exceed 
50 percent of the basis of the low-income 
units. 

The maximum amount of credit allowed 
with respect to each project (ie, the 
number of housing units to be set-aside for 
low-income tenants) would be determined at 
the time the credit was allocated by the 
governmental unit (described below under 
credit administration). 

The percentage of low-income housing 
units qualifying for credits could be in- 
creased in su uent years, upon alloca- 
tion of additional credit authority by the 
governmental unit. 

The credits would be nonrefundable, but 
the present-law carryback and carryfor- 
ward rules for the investment credit would 
apply. 

Compliance requirements 

Projects would be required to comply 
with the low-income occupancy require 
ment for at least 15 years 

Failure to meet the minimum low- 
income occupancy requirement during the 
15-year period would trigger a recapture of 
the credit. The credit would be recaptured 
fully for violations during the first ten 
years, and recaptured partially for viola- 
tions in years 11-15. 

Failure to meet the low-income occupan- 
cy requirement upon which the maximum 
credit is based (while still satisfying the 
minimum low-income occupancy uire- 
ment) would result in a reduction of the 
credit for the year of the violation. 

Loss of credits for non-compliance would 
occur only if apartment units became va- 
cant; in such an event, each unit would be 
required to be rented to low-income tenants 
until the project was again in compliance. 
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(penuyjuo))—SNOISIAOUd ALVLSA TVA TAX 


XVI. REAL ESTATE PROVISIONS—(Continued) 


2. Asset and income require- 


ments 


3. Definition of rents 


Present Law 


In general, to meet the asset require- 
ment, at the close of each quarter of the tax- 
able year, at least 75 percent of the value 
of the REIT's assets must be represented 
by real estate assets, cash and cash items, 
and Government securities 


In general, to meet the income uire- 
ments, at least 75 percent of the REIT’s 
ewe income for the taxable year must be 

lerived from rents on real property, inter- 
est on obligations secured by real property, 
gain from the sales of interests in real TOp- 
erty (other than property held for ale in 
the ordinary course of a trade or business), 
dividends from a REIT, refunds of property 
taxes, and certain other limited sources. In 
addition, at least 95 percent of the REIT'’s 
gross income must be derived from these 
sources and interest or dividends or gains 
from the sale of securities. 


Rents from real property include rents 
from interests in real property: and charges 
for services customarily furnished in con- 
nection with the rental of real property 
whether or not such charges are separatel 
stated. Rents are not considered to quali i 
if services are provided other than throug 


an independent contractor. In addition, 
rents are not considered to qualify if they 
are based on the net profits of the tenant 


President's Proposal 


No provision. 


No provision. 


No provision 


No provision. 


House Bill 


Chairman's Proposal 


REITs would be permitted to hold assets 
in wholly owned subsidiaries. REIT qualifi- 
cation tests would be applied on an entity 
wide basis (i.e., benoring the separate cor- 
porate status of the subsidiaries). 


For e one-year period after the receipt of 
new capital, income from the temporary 
investment of the new capital that quali- 
fies as “95 percent income’ would be treat- 
ed as qualifying ‘75 percent income.” 


REITs would be permitted to ide 
those services customarily furnished in 
connection with the rental of real property 
without being required to use independent 
contractors. 


REITs would be permitted to receive 
rents based on the net income of the 
tenant, provided that the tenant's profits 
are derived only from sources that the 
REIT would be permitted to earn directly. 
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XVI. REAL ESTATE PROV ISIONS—( Continued) 


Item 


6. Prohibited transactions 


7. Deficiency dividends 


8. Effective date 


President's Proposal 


Present Law 


A 100 percent tax is imposed on a REITs No provision. 
net income from prohibited transactions. 
Losses from prohibited transactions are not 
deductible from gains on prohibited trans- 
actions and are not deductible in comput- 
ing taxable income. 


In general, a prohibited transaction is 
the sale of property held primarily for sale 
in the ordinary course of business. A safe 
harbor is provided whereby a sale of prop- 
erty is not treated as a prohibited transac- 
tion if such property has been held for at 
least four years (for the production of 
rental income if land and improvements), 
the aggregate expenditures during the 
four-year period Precedin the date of sale 
that are includible in the hana of the prop- 
erty do not exceed 20 percent of the selling 
price of the property, and the sale is one of 
not more than five sales of property by the 
REIT during the taxable year. In general, 
the disposition of property acqui pursu- 
ant to a foreclosure is not treated as a pro- 
hibited transaction. 


If it is determined that a REIT failed to No provision. 
satisfy the distribution requirement in a 
taxable year on account of a subsequent 
adjustment to its taxable income, then the 
REIT may avoid disqualification by the 
prompt distribution of a ‘“deficien divi- 
dend.’ A REIT for which sucn a deficienc 

is determined must pay interest on the defi- 
ciency as well as a penalty equal to the 
amount of interest not in excess of half of 
the amount of the deficiency. 


House Bill 


No provision 


No provision. 


Chairman's Proposal =) 


The number of sales that a REIT is able 
to make within the prohibited transaction 
safe harbor would be expanded from 5 to 7 
An alternative safe harbor would be pro 
vided whereby a REIT may make any 
number of sales during a taxable year pro- 
vided that the gross income from such sales 
does not exceed 15 precent of the REIT’s 
taxable income for such year. The extent of 
improvements that a REIT is permitted to 
make would be increased from 20 percent to 
30 percent of the property's adjusted basis. 
Any marketing or development would be 
required to be done through independent 
contractors. Losses from prohibited transac- 
tions would be permitted to offset taxable 
income but would not be permitted to offset 
gains from prohibited transactions. 


The penalty tax under section 6697 on 
deficiency dividends would be eliminated. 


Effective date.—Taxable years beginning 
after December 31, 1986. 
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XVII. TAX-EXEMPT BONDS—(Continued) 


\. General Restrictions on Tax Ex- 
emption (cont.) 


Present Law 


The IRS has stated that, under certain 
specified conditions, it will issue an ad- 
vance ruling that a facility managed by a 
private management company 18 not 
considered to be used in that company's 
trade or business. Such a ruling will be 
issued only if— 

(i) the management services are pro- 
vided in return for a reasonable, peri- 
odic flat fee, under a contract not ex- 
ceeding 5 years’ duration (including re- 
newal options), with the exempt owner 
having the open to cancel the contract 
at the end of any 2-year period, or 

(ii) in the case of certain newly oper- 
ational facilities, compensation § is 
based on a percentage of gross reve 
nues from the facility, for a period 
which generally may not exceed one 
year. 

To qualify under (i) or (ii) above, the 
owner of the facilities and the management 
company must not be subject to common 
control, with allowances for de minimis 
cases (Rev. Proc. 82-14, 1982-1 C.B. 459). 

Similar principles are applied in deter- 
mining whether advance rulings will be is- 
sued, where bond-financed hospitals or 
similar facilities are used by nonexempt 
individuals other than employees (e.g., use 
of public or charitable hospitals by private 
ph icians) (Rev. Proc. 82-15, 1982-1 C.B 

). 


_ (2) The bonds are private loan bonds, 
ie— 

(a) 5 percent or more of the 
bond proceeds is to be used to fi- 
nance (directly or indirectly) loans 
to persons other than State or 
loca overnments or _ section 
501(cX3) organizations, and 

(b) The roads are not— 

(i) , Mortgage subsidy 
bonds, or muident loan bonds 
for which tax-exemption spe- 
cifically is provided in the 
Code, or 


President's Proposal 


Houre Bill 


(2) The greater of 5 percent or $5 
million of proceeds is to be used to 
make loans to such persons. 

The present law exception from the 5% 
loan rule for the Texas Veterans’ Land 
Bond Program would be retained, and its 
sunset date deleted. 


Chairman's Proposal | 


(2) The bonds were private (e.g., con- 
sumer) loan bonds, defined as under 
present law. (Present-Law exceptions 
would be retained, the sunset date on 
Texas Veterans’ Land Bond Program 
would be deleted and an exception 
would be added for lowa New Jobs 
Training Program, subject to a $100 
million ceiling on outstanding bonds.) 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Item Present Law President's Proposal House Bill Chairman's Proposal 


A. General Restrictions on Tax Ex- 
emption (cont.) 


Effective date.—Bonds issued after De- 
cember 31, 1985 


Exceptions.—(1) Obligations with respect 
to facilities— 

(a) The original use of which com- 
mences with the taxpayer and the con- 
struction, reconstruction, or rehabilita- 
tion of which began before September 
26, 1985, and was completed on or 
after that date, or 

(b) With respect to which a binding 
contract to incur significant expendi- 
tures was entered into before Septem- 
ber 26, 1985, and part or all of such ex- 
penditures were incurred on or after 
that date. 

Significant expenditures would be de 
fined as expenditures in excess of 10% of 
the estimated cost of the facility. Facilities 
eligible for the exception would be defined 
as property for which bond financing was 
approved by a governmental unit (or b 
your referendum) before September 26, 
1985 


(2) Refundings of bonds (a) that were 
issued before January 1, 1986 (including a 
series of refundings); (b) that are govern- 
mental bonds under present law; and (c) 
that could not be originally issued under 
the House bill, if— 

(i) The amount of the refunding 
bonds did not exceed the outstanding 
amount of the refunded bonds; and 

(ii) The refunding bonds (or series of 
refundings) did not have a maturity 
date later than the date which is the 
later of (a) 120% of the economic life of 
the property identified as being fi- 
nanced with the original (refunded) 
bonds when issued, or (b) 17 years after 
issuance of the original bonds. 


Effective date —Bonds issued after the 
date of enactment 


Exceptions.—(1) Obligations with respect 
to facilities— 

(a) The original use of which com- 
mences with the taxpayer and the con- 
struction, reconstruction, or rehabilita- 
tion of which began before March 1, 
1986 and was completed on or after 
that date, or 

(b) With respect to which a binding 
contract to incur significant expendi- 
tures was entered into before March 1, 
1986 and part or all of such expendi- 
tures were incurred on or after that 
date. 

Significant expenditures would be de 
fined as expenditures in excess of 10% of 
the estimated cost of the facility. Facilities 
eligible for the exception would be defined 
as property for which bond financing was 
approved by a governmental unit (or by 
voter referendum) before March 1, 1986. 


(2) Refundings of bonds (a) that were 
issued before date of enactment (including 
a series of refundings); (b) that are govern- 
mental bonds under present law; and (c) 
that could not be originally issued under 
the proposal, if— 

() The amount of the refunding 
bonds did not exceed the outstanding 
amount of the refunded bonds; and 

(ii) The refunding bonds (or series of 
refundings) did not have a maturity 
date later than the date which is the 
later of (a) 120% of the economic life of 
the property identified as being fi- 
nanced with the original (refunded) 
bonds when issued, or (b) 17 years 
after issuance of the original bonds. 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Present Law President's Proposal House Bill 


Chairman's Proposal 7] 


a. Exempt-activity 


(cont.) 


(ii) Sports facilities, (ii) No tax exemption; (ii) Same as President's proposal; 


(iii) Convention or trade show facilities; (iii) No tax exemption; (iii) Same as President's proposal, 


(iv) Airports, defined as ground facilities 
directly related to the transportation by 
air of passengers and cargo (includes run- 
ways, air traffic control towers, terminal 
facilities, public parking, and airline hang- 
ers, but not airport hotels, food prepara- 
tion facilities, and shops). 


(v) Dock and wharf facilities directly re- 
lated to the transportation of passengers 
and cargo by water (excludes storage ware- 
houses used other than in immediate 
transportation of goods). 


IDBs (iv) Airports, defined to include runways, (iv) No tax exemption; 
terminals, and other public facilities, as 
' well as certain airport hotels and commer- 
cial facilities, hangars for one or more air- 
lines, other property not available for use 
by the general public, and related storage 


and training facilities. 


(v) Docks and wharves and related stor- 
age and training facilities; 


(v) No tax exemption; 


(vi) Mass commuting facilities defined 


(vi) No tax exemption; 
generally as under present law; 


(vi) Mass commuting facilities and relat- 
ed storage and training facilities; 

(vii) Parking facilities; (vii) No tax exemption; (vii) Same as President's proposal; 
(viii) Sewage disposal facilities, defined 


(viii) No tax exemption; 
generally as under present law; 


(viii) Sewage disposal facilities; 


(ix) Solid waste disposal facilities, de- 


(ix) No tax exemption; 
fined generally as under present law; 


(ix) Solid waste disposal facilities; 


(x) Electric energy and gas furnishing fa- (x) No tax exemption; (x) Same as President's proposal; 
cilities serving areas not exceeding 2 con- 
tiguous counties or a city and one contigu- 
ous county; 

(xi) Certain facilities for the furnishing (xi) No tax exemption; 


(xi) Certain fones for the furnishing 
of water (including irrigation systems), 1 


of water, defined generally as under 
present law except excluding irrigation sys- 
tems; 

(xii) Certain hydroelectric (xii) No tax exemption; (xii) Same as President's proposal; 
cilities (expired generally a 
31, 1985); 


generating fa- 
r December 


(xiii) Local district heating or cooling fa- (xiii) No tax exemption; and (xiii) Same as President's proposal; and 


cilities, and 


(xiv) Air or water pollution control facili- (xiv) No tax exemption. (xiv) Same as President's proposal. 


ttes. 


i) Same as President's proposal; 


(iii) Same as President's proposal; 


(iv) Airports, defined as under present 
law, excent that tax-exempt financing 
would not be available for hotels. 


(v) Dock and wharf facilities, defined as 
under present law. 


(vi) Same as President's proposal 


(vii) Same as President's proposal 


(viii) Sewage disposal facilities, defined 
as under present law. 


ciapoeal 
fined as under present law 


(x) Electric energy and gas-furnishing fa- 
cilities, defined as under present law. 


(xi) Certain facilities for the furnishing 
ot water, defined as under present law (in- 


(xii) Same as President's proposal, except 
retain and clarify transition rule included 
in present-law sunset date. 


(xiii) Same as President's proposal 


(xiv) Same as President's proposal 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Item 


6. Miscellaneous restrictions 
on exempt-activity IDBs 


t. Use of bond proceeds 
for activity qualifying 
for tax-exempt financ- 
ing 


tt. Ownership of proper- 
ty financed with non- 
governmental bonds 
for exempt facilities 


c. Industrial park IDBs 


d@. Small-issue IDBs 


Present Law 


(bXi) Only 90 percent of IDB proceeds are 
required to be used for purpose of bond 
issue; the remaining 10 percent may be 
used for any pu F 

In the case of exempt-activity IDBe, all 
property that is ‘functionally related and 
subordinate to” the exempt activity may 
be financed with bond proceeds and counts 
towards satisfaction of the 90 percent re- 
quirement. 


(ii) Property financed with private activi- 
ty bond proceeds may be owned by persons 
other than State or local governmental 
units. 


(c) Interest is tax-exempt on IDBs to be 
used to finance acquisition or development 
of land as a site for an industrial park. 


(d) Interest on small-issue IDBs is tax- 
exempt. Small-issue IDBs are issues not ex- 
ceeding $1 million, the proceeds of which 
generally may be used to finance land or 
any depreciable property. The $1 million 
size limitation is increased to $10 million if 
an election is made to take certain capital 
expenditures into account. 

inety percent of small-issue bonds must 
be used for the purpose of the borrowing 

A special rule allows small issue bonds to 
be used for first-time farmers to finance the 
purchase of farmland and for a de minimis 
amount of used equipment acquired in con- 
junction with the purchase of farmland by 
such farmers. 


This exception expires generally after 
December 31, 1986 (December 31, 1988, in 
the case of bonds to finance manufacturing 
facilities). 


President's Proposal 


House Bill 


Chairman's Proposal 


(bXi) No tax exemption for nongovern- 
mental bonds. 


(ii) No tax exemption for nongovernmen- 
tal bonds. 


(c) No tax exemption for nongovernmen- 


tal bonds. 


(d) No tax exemption for nongovernmen- 
tal bonds. 


(bi) All proceeds of nongovernmental 
bonds for exempt facilities (other than 
costs of issuance and proceeds invested in a 
reasonably required debt service reserve 
fund) would be required to be used for the 
activity qualifying the interest on the 
bonds for tax-exempton. 


Effective date.-—Bonds issued after De- 
cember 31, 1985. 


(ii) Airports, docks and wharves, and 
mass commuting facilities would be re 
quired to be governmentally owned, deter- 
mined using general Federal income tax 
rules. 


Effective date-—Bonds issued after De- 
r 31, 1985. 
Transitional exceptions similar to those 
provided for exempt facility bonds (item 
1.a., above). 


(c) Same as President's proposal. 


Effective date.—Bonds issued after De 
r 31, 1985. 
Transitional exceptions similar to those 
provided for exempt facility bonds. 


(d) Generally, the same as present law, 
except echecialed sunset dates deleted and 
all bond proceeds (other than costs of issu- 
ance and proceeds invested in a reasonable 
debt service reserve fund) required to be 
used for purpose of borrowing. 


Effective date —Bonds issued after De 
cember 31, 1985. 


(bXi) Same as present law, except change 
90 percent to 95 percent. (i.e. 5% of the 
proceeds could be used for any purpose) 


Effective date.—Bonds issued after date 
of enactment. 


Same as present law 


(c) Same as President's proposal 


Effective date.-—Bonds issued after date 
of enactment. 

Transitional exceptions similar to those 
provided for exempt-activity IDBs 


(d) Same as present law, except 
(i) sunset for all small-issue bonds 
deferred until December 31, 1988 
(ii) 90% use rule increased to 95%, 
and 
(iii) first-time farmer exception would 
be expanded to include farmers who 


Effective date.—Bonds issued after date 
of enactment 
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XVII. TAX-EXEMPT BONDS—(Continued) 


3. Mortgage revenue bonds 
a. Qualified mortgage bonds 
and mortgage credit certif- 
icates 


Present Law 


(a1) Qualified mortgage bonds must be 
used to finance mortgages on single-family, 
owner-occupied residences. The targeting 
requirements for these bonds include the 
following: 

(i) At least 90 percent of the lenda- 
ble proceeds of each issue must be 
used to finance loans to first-time 
homebuyers; 

(ii) The purchase price of bond-fi- 
nanced residences may not exceed 110 
percent (120 percent in target areas) of 
the average area purchase price appli- 
cable to that residence; and 

(iii) Issuers must publish and submit 
to the Treasury annual reports of their 
policies on the use of bond proceeds. 


(2) Issuers of qualified mortage bonds 
1 


may elect to exchange part or all of their 
bond authority for authority to issue Mort- 
gage Credit Certificates (MOCs). The aggre- 
gate principal amount of MCCs may not 
ex 20 percent of the exchanged bond 
authority. MOCs generally are subject to 
the same taresting. requirements as quali- 
fied mortgage bonds. 


(3) Authority to issue both qualified 
mortgage bonds and MCCs_ terminates 
after December 31, 1987. 


President's Proposal 


House Bill 


(aX1) No tax exemption for nongovern- 


mental bonds. 


(2) The MCC option would be repealed 
along with authority to issue qualified 
mortgage bonds. 


(aXl) Interest on qualified mortgage 
bonds would continue to be tax-exempt 
The present-law targeting requirements 
would be modified as follows: 

(i) All bond proceeds (50% in target- 
ed areas) other than issuance costs and 
amounts invested in reasonably re- 
quired reserve fund would be required 
to be used to finance residences for 
first-time homebuyers; 

(ii) The purchase price of bond-fi- 
nanced residences could not exceed 90 
percent (110 percent in targeted areas) 
of the average area purchase price ap- 
plicable to that residence; 

(iii) Present-law requirement of 
annual Treasury reports would be de- 
leted; and 

(iv) At least 50 percent of the mort- 
gage financing would be required to be 
provided to borrowers whose family in- 
come did not exceed 90 percent of high- 
er of area or Statewide median income, 
and all such financing would be re- 
quired to be provided to borrowers 
whose income did not exceed 115 per- 
cent of area median income. 

In targeted areas, % of the financing 
could be provided to borrowers without re- 
gard to the above income limits; the balance 
of the financing would have to be provided 
to mortgagors having incomes not exceed- 
ing 140 percent of the higher of area or 
Statewide median income. 


(2) Authority to issue MCCs would be 
continued. The targeting requirements for 
MCCs would be conformed to the revised 
targeting rules for qualified mortgage 
bonds. 


(3) Same as present law. 


Effective date.—Bonds issued and MCCs 
issued with respect to bond authority ex- 
changed after ember 31, 1985. (Would 
not apply to mortgage loans made with the 
proceeds of bonds issued before January 1, 
1986.) 


Chairman's Proposal 


(aXi) Same as present law 


(2) Same as present law, except increase 
trade-in rate from 20 percent to 25 percent 


(3) Delete sunset dates on qualified mort- 
gage bond and MCC programs 


Effective date —Bonds issued and bond 
authority exchanged after date of enact- 
ment 
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XVIT. TAX-EXEMPT BONDS—(Continued) 


Item Present Law 


5. Qualified redevelopment bonds No specific provision, but bonds violating 


IDB or private loan bond restrictions are 
taxable. 


a. General rule 


b. Unes of bond proceeds 


President's Proposal 


Same as present law 


House Bill 


Would treat bonds to finance certain land 
acquisition and redevelopment in blighted 
areas, and for use by nongovernmental per- 
sons, a8 nongovernmental bonds. 


(a) Qualified redevelopment bonds must 
be part of an issue: 


(i) all net proceeds of which are used 
for redevelopment purposes in a local- 
ly designated blighted area, and 


(ii) with respect to which incremen- 
tal property tax revenues (ie. addi- 
tional tax revenues attributable to in- 
creased property values by reason of 
bond-financed redevelopment) are re 
served exclusively for debt service on 
the issue, to the extent necessary to 
cover such debt service. 


Real property taxes in the designated 
area must be imposed at the same rate and 
in the same manner as for similar proper- 
ty located elsewhere in the jurisdiction. No 
additional fees or charges could be imposed 
in the designated area that were not im- 
sane on other similar property in the juris- 

iction. 


(bX1) The proceeds of qualified redevelop- 
ment bonds could be used for the following 
purposes: 


(i) To acquire by eminent domain, clear, 
and prepare land in a designated blighted 
area for redevelopment, and transfer real 
property interests to nongovernmental per- 
sons for fair market value; 

(ii) To rehabilitate or otherwise redevel- 
oR ne real property (acquired as above); 
an 

(iii) To relocate occupants of structures 
on the acquired real property. 


(2) Qualified redevelopment bond pro- 
ceeds could not be used to construct build- 
ings or other new structures for use 
nongovernmental persons on the bond-fi- 
nanced property. 


Chairman's Proposal | 


Would treat bonds to finance certain land 
acquisition and redevelopment in blighted 
areas, and for use by nongovernmental per- 
sons, as tax-exempt IDBs 


(a) Same as House bill, except 95 percent 

of proceeds would be required to be used for 

evelopment purposes in a locally desig- 
nated blighted area 


Same as House bill 


(bX1) The proceeds of qualified redevelop- 
ment IDBs could be used for the following 
purposes: 


(i) Same as House bill, but clarify that 


“fair market value” includes covenants and 
restrictions relating to the use of the real 


property. 
(ii) Same as House bill 


(iii) Same as House bill 


(2) Same as House bill 
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XVII. TAX-EXEMPT BONDS—(Continued) 


d. Application of IDB limita- 


tions (cont) 


Present Law 


President's Proposal 


House Bill 


(3) Residential rental housing rehabili- 
tated with qualified redevelopment bond 
roceeds, or constructed on bond-financed 
land; would have to satisfy all Code require- 
ments applicable to multifamily residential 
rental housing, throughout ihe qualified 
project period as defined for bond purposes 


(4) Facilities that may not be financed 
with IDBs may not be located on land fi- 


nanced with qualified redevelopment 
bonds 


Chairman's Proposal i} 


(3) No restriction 


(4Xa) Except as provided in (b), no more 
than 25 percent of the total bond proceeds 
for a redevelopment district could be used 
for facilities with respect to which tax- 
exempt financing is restricted or for land on 
which such facilities were to be located. 

(b) The following facilities could not be 
financed with redevelopment bonds or lo- 
cated on land financed with such bonds: 

(i) Private or commercial golf courses; 

(ii) Country clubs; 

(iii) Massage parlors, hot tub facilities, or 
suntan facilities; and 

(iv) Racetracks and other facilities pri- 
marily used for gambling 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Item 


C. Volume Limitations on Nongov- 
ernmental Bonds 


Present Law 


Volume Limitations 


Three separate sets of volume limita- 
tions are imposed under present law with 
respect to certain types of nongovernmen- 
tal bons. 

(1) Limitation on student loan bonds and 
most IDBs 


Aggregate volume.—The amount of stu- 
dent loan bonds and most IDBs that may 
be issued within a State during any calen- 
dar year is limited to the greater of $150 
ve each resident of the State or $200 mil- 
ion. 

The $150 per capita limitation is sched- 
uled to be reduced to $100 after 1986 to re- 
flect the scheduled sunset of most small- 
issue IDBs. 


Allocation rates.—Each State's volume 
limitation is allocated one-half to State is- 
suers and one-half to localities within the 
State on the basis of relative populations 
unless the State adopts a statute providi 
a different allocation. Governors of eac 
State are permitted to issue proclamations 
overriding the Federal rules during an in- 
terim period before State legislatures meet. 
Each person allocating bond authority must 
certify that the allocation is not made in 
consideration of any bribe, gif. or campaign 
contribution. (A special allocation rule ap- 
plies for States having constitutional home 
rule cities.) 


No tax exemption for nongovernmental 
bonds. 


President's Proposal 


House Bill 


Unified Volume Limitation 
A single volume limitation would be im- 


posed with respect to the following bonds 
issued by States and local issuers therein— 


(1) All nongovernmental bonds with 
respect to which tax-exemption was 
permitted (except certain airport facili- 
ty bonds, discussed below); and 

(2) The portion of a governmental 
bond issue in excess of $1 million that 
was used by persons other than a 
State or local government. 


Aggregate volume.—The annual volume 
of tax-exempt nongovernmental bonds (in- 


cluding the nongovernmental 


rtion of 


governmental bonds, disc in (2), 


above) issued b 


each State and local issu- 


ers therein could not exceed the greater of 
oth per resident of the State or $200 mil- 
ion. 


This per capita limitation would be re 


duced to $125 per resident after 1987 to re- 
flect the present-law scheduled sunset of 


tax-exemption for 


qualified mortgage 


bonds. 

Current refunding bonds would not be 
subject to the volume limitation to the ex- 
tent the amount of the refunding bonds did 
not exceed the amount of outstanding re- 
funded bonds and did not have a maturity 
date after expiration of 120% of the eco 


nomic life of the bond-financed 


perty (17 


years for nonfacility bonds and 32 years for 
tax-exempt mortgage bonds). 


Allocation rules.—Each State's volume 
limitation would be allocated one-half to 
State issuers and one-half to localities 
within the State on the basis of relative 
populations unless the State adopted a 
statute proving. a different allocation. 


Governors of ea 


State would be permit- 


ted to issue proclamations overriding the 
Federal allocation rules, effective during 
an interim period before State legislatures 
meet. The present-law required certifica- 
tion by persons allocating bond authority 
would be repealed. Other administration 
provisions of the present IDB volume limi- 
tation (including the rules for determining 
the location of property receiving volume 
allocations, and the special rule for State 
having constitutional home rule cities) 
would apply under the new volume limita- 
tion. 


Chairman's Proposal 


Volume Limitations 


Three separate sets of volume limita- 
tions would be imposed similar to present 
law— 


(1) Limitation on student loan bonds and 
most [DBs 


Same as present law, except multifamily 
housing bonds and qualified redevelopment 
bonds would be subject to the cap and sched- 
uled 1986 reduction in cap to $100 per capita 
would be deferred until mber 31, 1988. 
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XVII. TAX-EXEMPT BONDS—(Continuead?) 


Item 


C. Volume Limitations on Nongov- 
ernmental Bonds (cont.) 


Present Law 


(3) Qualified veterans’ mortgage bonds 


Aggregate volume.—The five States per- 
mitted to issue qualified veterans’ mort- 
gage bonds are subject to volume limita- 
tions based on the volume in which they 
issued bonds during the period inni 
on January 1, 1979, and ending on June 22, 
1984. 

Allocation rules.—Qualified veterans’ 
mortgage bonds are general obligation 
bonds of the issuing State. This bond au- 
thority is not allocated to any local govern- 
mental issuers. 

Carryforward of bond authority.—States 
may not carry forward unused qualified 
veterans’ mortgage bond authority. 


Nongovernmental Bonds Not Subject to 
‘olume Limitations 


No volume limitations are imposed with 
respect to nongovernmental bonds the pro- 
ceeds of which are to be used— 

(1) By section 501(cX3) o izations; 

(2) For multifamily rental housing; 

(3) For governmentally owned air- 
ports, docks and wharves, mass com- 
muting facilities, convention centers, 
and trade show facilities. 


President's Proposal 


House Bill 


Protection of qualified redevelopment 
bonds.—Unless overridden by a State stat- 
ute, at least $6 per capita or the equivalent 
would have to be set-aside for qualified re- 
development bonds in States that issued 
more than $25 million in tax-increment 
Boods belrece July 18, 1984 and January 
1, 198 


Nongovernmental Bonds Not Subject to 
‘olume Limitations 


Bonds to finance airports (other than 
cargo handling facilities) would not be sub- 
ject to the volume limitation, bonds for 

rt facilities (other than storage facilities) 

ikewise would not be subject to the limita- 

tion. Tax-exempt financing for these facili- 
ties would not be permitted unless the fa- 
cilities were governmentally owned, deter- 
mined by reference to general income tax 
sonceuts of ownership. (See, B.1.b.ii., 
above.) 


(3) Qualified veterans’ mortgage bonds 


Same as present law 


IDBs, etc. Not Subject to Volume Limita- 
tions 
No volume limitations would be imposed 
with respect to— 

(1) Section 501(cX3) organization 
bonds, 

(2) Bonds for airports, and docks and 
wharves, if the bond-financed property 
were governmentally owned, deter- 
mined generally by reference to Federal 
income tax concepts of ownership. 

(3) Bonds for qualified public sewage, 
solid waste disposal and water facili- 
ties, if— 

(a) The facilities are owned by a 
governmental unit determined 
generally by reference to Federal 
income tax concepts (however, 
there would be no special restric- 
tions on the terms of management 
contracts for such facilities); and 

(b) The rates for the service are 
established or approved by a State 
or political subdivision thereof or a 
public service or public utility com- 
mission having continuing over- 
sight over operation of the facility. 


(Safeharbor rules similar to the rules that 
applied before enactment of ACRS would be 
adopted for determining when property was 
governmentally owned for purposes of this 
volume limitation exception.) 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Item 


I. Arbitrage Restrictions 
1. Profit limitations and deter- 
mination of bond yield 


Present Law 


Present law includes three sets of arbi- 
trage restrictions applicable to tax-exempt 
bonds. 


General restrictions applicable to all tax- 
exempt bonds 


Profit limitations.—If bond proceeds are 
reasonably ex, to be invested in other 
securities (other than tax-exempt bonds) 
having a yield that is materially higher 
than the yield on the bonds, bond interest 
is taxable. The amount of permitted arbi- 
trage earnings depends on whether the 
bond: proceeds are invested in obligations 
related to the purpose of the borrowing or 
in other, nonpurpose obligations, and 
whether the issuer elects to earn unlimited 
arbitrage profits for certain temporary pe- 
riods. 


Exceptions.—(1) Investments not exceed- 
ing a minor portion (15%) of bond proceeds 
in materially higher yielding obligations. 
(A reasonably required debt service reserve 
fund is the most important example of the 
use of this exception.) 

(2) Investments during a temporary 

riod prior to use for the purpose of the 

rrowing. (Generally, this temporary 
period may not exceed 3 years.) 


Determination of bond yield.—Bond yield 
is interpreted to mean the discount rate at 
which all anticipated payments of princi- 
pal and interest on the bonds equals the 
net proceeds of the issue altar deducting 
the costs of issuance. (This deduction of is- 
suance costs permits bond issuers to earn a 
higher yield on the investment of bond pro- 
ceeds, and thereby to pay issuance costs 
out of arbitrage profits.) 


President's Proposal 


The present-law arbitrage rules would be 
modified as follows: 


General restrictions applicable to all tax- 
exempt bonds 


Profit limitations.—Clarification would 
be provided that the reasonable expecta- 
tions test included in the present-law gen- 
eral arbitrage restrictions does not protect 
intentional acts to create arbitrage. 


Exceptions.—The right to elect to earn 
higher arbitrage profits over the entire 
term of the bonds by foregoing a tempo- 
rary period when unlimited arbitrage is 
permitted would be repealed. 


Temporary periods during which unlim- 


ited arbi is permit would be re- 
stricted as follows: 
(a) No tem period would be 
permitted for issues to finance 
uisitions; and 


) For construction projects, the 
temporary period would end on the 
earlier of the date— 

(i) The project was substantially 

Ginaplotad: 

(ii) An amount equal to bond 
proceeds had been spent on the 


project; or 

(iii) Three re after the earlier 
of the date the bonds were issued 
or the date construction on the 


project began. 


Determination of bond yield.—Bond yield 
is determined using the original issue dis- 
count rules of the Code ‘Thus, costs of 
issuance may not be recovered out of arbi- 
trage profits.) 


House Bill 


Same as President's proposal, with the 
following modifications: 


General restrictions applicable to all tax 
exempt bonds 


Profit limitations.—The restriction on in- 
vesatment in higher yieldi obligations 
would be expanded to include investment 
in annuity contracts and other property 
held for investment. (This rule would 
ensure that purchase of 3rd party con- 
tracts to fund deferred payment arrange 
ments would be subject to yield restrictions 
in the same manner as direct funding of 
these arrangements.) 


Exceptions.—The present-law minor por- 
tion rule would be deleted. The exception 
for reasonably required debt service re 
serve funds would be retained. 

A 30 day temporary period would be per- 
mitted for bende used to finance acquisi- 
tions. 

The allowable temporary period for 
bonds used for mixed acquisition/construc- 
tion projects would be determined sepa- 
rately with respect to the portion of the 
bond proceeds used for each activity 


Chairman's Proposal | | 


Same as present law, with the following 
modifications: 


General restrictions applicable to all tax- 
exempt bonds 


Profit limitations.—Same as House bill. 


Exceptions —Same as present law exce 
the minor portion (other than a reasonably 
required reserve fund) would be limited to 
the lesser of 5% of bond proceeds or 
$100,000 


Determination of bond yield —Same as 
President's proposal. 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Item 


1. Profit limitations and deter- 
mination of bond yield (cont.) 


Present Law 


Additional restrictions for student loan 
bonds 


In 1984, Treasury was directed to pre- 
scribe regulations applying additional arbi- 
trage restrictions sitnilar to those now ai 
plying to most IDBe to student loan bonds. 


SLGS Program 
The Treasury Department issues a special 
State and Local Government Series (SLGS) 
of Treasury bonds to enable issuers of State 
and local government bonds to avoid imper- 
missible arbitrage profits. Interest rates on 
SLGS are set by reference to the permitted 
ield on each issue of tax-exempt bonds. 
‘urchasers of SLGS must give Treasury 20 
days notice of their intent to purchase: Tie 
maturity of SLGS is set to match that of the 
tax-exempt bonds; the minimum maturity is 
45 days. 


President's Proposal 


House Bill 


Additional restrictions for student loan 
bonds.—Repeals present-law direction for 
special Treasury regulations to the extent 
inconsistent with new arbitrage restrictions 
imposed by the bill. 


Effective dates.—Bonds issued after De- 
cember 31, 1985, except for the restriction 
on investment of bond proceeds in annu- 
ities and similar defe compensation ar- 
rangements purchased from 3rd parties, 
which would ap ly to bonds issued after 
September 25, 1985. 


Chairman's Proposal 


hi 
bonds.—Same as House bill 


Modification of SLGS Program 


The Treasury Department would be di- 
rected to modify the SLGS program to pro- 
vide (a) instruments allowing flexible in- 
vestment of bond proceeds in a manner 
eliminating the earning of rebatable arbi- 
trage, and (b) operation of the SLGS pro 
gram at no net cost to the Government. 


These new rules would permit demand 
deposits under the SLGS program by delet- 
ing advance notice requirements related to 
the purchase of SLGS and deleting mini- 
mum maturity requirements. 


Effective dates.—Bonds issued after date 
of enactment, except for the restriction on 
investment of bond proceeds in annuities 
and similar deferred compensation ar- 
rangements purchased from third parties, 
which would apply to bonds issued after 
September 25, 19! rf 
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XVII. TAX-EXEMPT BONDS—(Continued) 


Item 


3. Restriction on early issuance 
of bonds 


E. Information Reporting Require- 
ment for All Tax-Exempt Bonds 


F. Special Transitional Exceptions 


G. General Stock Ownership Corpo- 
ration Provisions 


Present Law 


No separate rules require that bond pro- 
ceeds be spent within a specified period fol- 
lowing issuance; however, issuers are re- 
qui to proceed with “‘due diligence” to 
realize the governmental purpose of the 
borrowing. Additionally, arbitrage profits 
on most IDBs and on qualified mortgage 
bonds must be rebated to the Federal Gov- 
ernment in certain cases. 


Issuers of private activity bonds (defined 
as IDBs, student loan bonds, and bonds for 
section 601(cX3) organizations) and mort- 
gage subsidy bonds are required to report 
certain information about volume and 
users of bond-financed facilities to the 
Treasury. 


A State may establish a General Stock 
Ownership Corporation (GSOC) that serves 
as an investment fund for its citizens. 
GSOCs may elect to be exempt from tax 
with the shareholders reporting as income 
their prorata share of the G "3 taxable 
income. (No State has used this provision.) ~ 


President's Proposal 


Five percent or more of bond proceeds 
would be required to be spent for the pur- 
pee of the borrowing within 30 days after 

nd issuance. All bond proceeds (other 
than costs of issuance and amounts in a 
reasonably. required reserve fund) would 
have to spent no later than 3 years 
after bond issuance. 


The present-law information reporting 
requirements for bonds other than mort- 
gages subsidy bonds would be extended to 
all tax-exempt bonds. (The Proposal in- 
cludes no separate provision for reporting 
on mortgage subsidy bonds since tax-ex- 
emption for those bonds would be re 


pealed.) 
No provisions. 


Repeals the GSOC provision as 
wood.” 


“dead- 


Effective date.—January 1, 1984. 


House Bill 


Same as the President's proposal, 
exempt would permit the Treasury to 
entend the 30-day or 3-year period during 
which bond proceeds were required to be 
spent in cases where undue hardship oth- 
erwise would result (ie. where delay re- 
sults from events such as Acts of God). 


Effective date.-—Bonds issued after De- 
cember 31, 1985. 


Same as the President’s proposal, except 
for a modification providing that the 
present-law information reporting require- 
ments for mortgage subsidy bonds would 
continue to apply to those bonds (in lieu of 
the private activity bond requirements). 


Effective date —Bonds issued after De- 
cember 31, 1985. 


Various special transitional exceptions. 


Same as President's proposal. 


Chairman's Proposal 


a 


Same as present law. 


Same as House bill 


Effective date.—Bonds issued after date 
of enactment. 


No provision. 


Same as President's proposal. 
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AVIIL. TRUSTS AND ESTATES; GENERATION-SKIPPING TRANSFERS—( Continued) 


Item Present Law President's Proposal House Bill Chairman's Proposal 


B. Income Taxation of Trusts and 
Estates 


2. Trusts other than grantor 


The income taxation of a trust depends 
on whether the trust is a grantor or non- 


grantor trust. In the case of a grantor trust 
(i.e., one where the grantor (or other 
person with the power to revoke the trust) 


as certain powers with respect to the 
trust), income is taxed directly to the 
grantor. In the case of a nongrantor trust, 
each trust is treated as a separate taxable 
entity. 


Applicable rate.—Each not tor trust 
separately calculates its tax liability as a 
oe te taxable entity at the rates appli- 
cable to a married person filing separately. 


As under present law, income of a grant- 
or trust is taxed directly to the grantor. 
However, the President's proposal revises 
the definition of a grantor trust. 

During the lifetime of the grantor, all 
income of any no tor trusts generally 
would be taxed to the trust at the top mar- 
ginal rate of the grantor. 


Applicable rate-—Each n tor trust 
is taxable as a separate le entity at 
the top marginal rate of the grantor. 


Limits the scope of the grantor trust 
rules and continues to tax the income of a 
grantor trust directly to the pater 

Nongrantor trusts generally are taxed at 
the top marginal rate of the grantor. In ad- 
dition, special rules may permit the use of 
lower rates where the trust’s beneficiaries 
are minor children of the grantor 

In addition, in the case of a qualified 
beneficiary trust, income generully is taxed 
to the trust at the top marginal rate of the 
beneficiary. 

Foreign trusts are taxed under the 
present law rules. 


Applicable rate.—Under the proposal, 
the income of a nongrantor trust generally 
is taxed at the top marginal rate of the 
grantor. Unlike the President's proposal, 
the rate is determined by applying any 
unused rate bracket amount allncated to 
the trust by the grantor. For example, if 
the grantor has $20,000 of un rate 
bracket amount in the 35% bracket in a 
particular year, the grantor could allocate 
that amount to any trust he had created. 
The trust would be taxed at 35% on the 
first $20,000 of income and 38% on any 
income in excess of $20,000. 

If no unused rate bracket amounts are 
allocated to a trust fur a particular year, 
the income of the trust is taxed at the top 
marginal rate (38%). 


Qualified beneficiary trust.—In the case 
of a qualified beneficiary trust, the income 
of the trust is taxed at rates determined by 
using the unused rate bracket amount of 
the beneficiary. A qualified beneficiary 
trust is one where all of the trust income 
and corpus may be used only for distribu- 
tions to, or for the benefit of, the benefici- 
ary or his estate. A qualified beneficiary 
trust also includes any QTIP trust. 

Where a trust has more than one grant- 
or, each portion of the trust attributable to 
@ particular grantor arelly is treated as 
a separate trust for Federal tax purposes 
However, married individuals may elect to 
be treated as a single grantor. 


Nongrantor trusts and estates would be 
taxed as under present law, except that 
the tax brackets applicable to such trusts 
and estates would be narrowed. 

As under present law, income of a grant- 
or trust is taxed directly to the grantor. 
However, the definition of a grantor trust 
would be revised to include trusts which 
return to the grantor or the grantor’s 
spouse 


Applicable rate.—Undistributed income 

of existing and newly created non- 

tor trusts would be taxed at the fol- 
lowing rates: 
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Item 


2. Trusts other than grantor 
trusts (cont.) 


3. Taxation of trusts after the 
death of the grantor 


4. Taxation of distributions to 
beneficiaries 


Present Law 


Aggregation of trusts.—Pureuant to 
Treasury regulations, two or more trusts 
will be treated as a single trust if (1) the 
trusts have substantially the same grantor 
or grantors and substantially the same pre 
mary beneficiary or beneficiaries, and (2) a 
principal urpose of the use of separate 
rusts is the avoidance of Federal income 
tax. 


Under present law, there is no distinc- 
tion between the taxation of a trust during 
the grantor’s lifetime or after his death. 


In general.—Distributions to benefici- 
aries are taxed to beneficiaries and deduct- 
ible by the trust to the extent of the dis 
tributable net income (DNI) of the trust. 
Tier tem.—DNI is allocated first to 
distributions that are required to be made 
out of income for the , secondly to dis- 
tributions made to c ty out of trust 
income, and lastly to other distributions. 


President's Proposal 


(4) if and to the extent that, an oth- 
erwise deductible mandatory distribu- 
tion satisfies a legal obligation of the 
grantor or grantor's spouse, including 
a legal obligation of support or mainte- 
nance; or 

(5) if, trust income or corpus can be 
used to carry premiums on life insur- 
ance policies on the life of the grantor 
or the grantor’s spouse with respect to 
which the grantor or the grantor’s 
spouse possesses any incident of own- 
ership. 


tion of trusts.—Under the pro- 
, during the lifetime of the grantor, 
ncome of all trusts created by the grantor 


(in the case of joint return, the grantor and 
the grantor's spouse) generally will be ag- 
gregated with the grantor’s income (in the 
case of a joint return, the sum of the gran- 
tor’s and the spouse's income) to determine 
the marginal tax rate applicable to the 
trust. The total tax then must be allocated 
to each trust proportionately on the basis 
of taxable income. 


For all taxable years beginning efter the 
grantor’s death, each trust lished by 
the grantor must Goeapure ee) tely tax- 
able income. Tax liability e computed 
using the rate schedule applicable to mar- 
ried individuals filing separately; with no 
zero bracket amount, no personal exemp- 
tion and a deduction for all distributions 
actually made. 


As under current law, distributions to 
beneficiaries that are deductible to the 
trust would be taxable to beneficiaries. 
However, the tier rules would be repealed 
and each recipient would take into account 
a proportionate share of DNI. 


House Bill 


Aggregation of trusts —Same as the 
President's proposal, except that it simpli- 
fies the egation by permitting the 
grantor (or designated beneficiary) to allo 
cate unused rate bracket amounts. In addi- 


tion, where trust beneficiaries are minor 
children of the grantor, it permits the chil- 
dren to allocate their unused rate bracket 
amounts to the trust, effectively subjecting 
some or all of the trust income to an effec- 
tive tax rate lower than that of the grant- 
or. 


After the death of the grantor, the trust 
determines its tax by taking into account 
any rate bracket amount allocated to the 
trust under the grantor’s will. If the grant- 
or’s will does not provide for an allocation 
of his rate bracket amounts, his rate brack- 
et amounts are allocated among all the 
trusts created by the grantor in proportion 
to their values for estate tax purposes. 


Repeals the DNI rules, exempts all dis- 
tributions from the recipient beneficiary's 
income, and provides special basis ruleator 
property distributed in kind 


Chairman's Proposal 


a 


Aggregation of trusts.—Same as present 


law 


Same as present law, except for rates set 


forth above (in item 2). 


Same as present law 
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XVIII. TRUSTS AND ESTATES; GENERATION-SKIPPING TRANSFERS—(Continued) 


A limited credit against GST tax is per- A credit against GST tax would be per- 
mitted for State death taxes imposed on] mitted equal to 5 percent of State taxes on 
eneration-skipping transfers (based on the | generation-skipping transfers. 
leemed transferor concept). 


House Bill Chairman's Proposal 


President's Proposal 


4. Credit for State taxes Same as Treasury proposal. Retain present law. 


5. Effective dates The amended GST tax would apply to 
transfers after the date of enactment, sub- 
ject to the following exceptions: 

(1) Inter vivos transfers occurring 
after September 25, 1985, would be 
Sy Nas to the amended tax; 

(2) Transfers from trusta that were 
irrevocable before September 26, 1985, 
would be exempt to the extent that the 
transfers were not attributable to addi- 
tions to the trust corpus occurring 
after that date; and 

(3) Transfers pursuant to wills in ex- 
istence before September 26, 1985, 
would not be subject to tax if the dece- 
dent was incompetent on that date and 
at all times thereafter until death. 

The present GST tax would be repealed, 
retroactive to June 11, 1976. 


Retain present law. 
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Present Law President's Proposal House Bill 


Chairman's Proposal = 


Same as House bill 


(1) Excise tax —A 10-percent excise tax 
is imposed on amounts paid for U'S. televi- 
sion and radio broadcast rights for Olym- 
pic games. 


Effective date—Amounts paid after No- 
vember 22, 1985, other than pursuant to 
binding contracts in effect on that date. 
Any inconsistent U.S. treaty provision is 
overriden. 


(2) Olympic Trust Fund.—An Olympic 
Trust Fund is established in the Treasury 
to receive amounts from the new excise 
tax. Trust fund monies are available, less 
related Treasury administrative expenses, 
to be paid to the U.S. Olympic Committee 
for Olympic-related expenses. 


No provision. (Various earmarked excise No provision. 


B. Olympic Trust Fund and 
Excts taxes are dedicated to specific trust funds.) 


se tax 


Effective date.—Date of enactment. 
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D. Allocation of Housing Coopera- 
tive Interest and Taxes 


E. Foster Care Payments 


FREM. WER Se ksbs el VU Ee Be ee ees 


President's Proposal 


A tenant-stockholder in a cooperative No provision. 
housing corporation is gntitled to deduct 
his or her “proportionate share” of the 
housing cooperative's expenses for interest 
and taxes. 

The tenant-stockholder’s proportionate 
share is the portion of the cooperative's in- 
terest and taxes that bears the same ratio 
y allocated amounts. 


Effective date.—Taxable years beginning 
after December 81, 1985. 


The present-law exclusion is modified to 
eliminate the requirement of detailed reo- 
ordkeeping. 


Effective date.—Taxable years beginning 
after 1985. 


aca & must account for all expenses in- 
curred for each foster child in their care. 


Chairman's Proposal 


Same as House bill. 


Same as House bill. 


221 


